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SAN FRANCI SCO, CALI FORNI A, DECEMBER 12, 2005 -1:00 P. M.

COW SSI ONER PEEVEY: We will now commence the
quarterly nmeeting of the Energy Action Plan group now that
Conmi ssi oner Brown has joined us and the PUC has a quorum
here.

| ama little unconfortable being surrounded on ny
left and right by Conm ssioner Desnond and Conmm ssioner Boyd
here, and all the way to ny left literally and figuratively
and in every other way, Comm ssioner John CGeesnan.

(Laught er)

COW SSI ONER PEEVEY: | think Comm ssioner Bohn wll
be joining us shortly. | do not anticipate Conmm ssioner
Kennedy bei ng here today.

And | believe that Sunne Wight MPeak wll be
joining us, tardy as usual.

Conmi ssi oner Bohn is just joining us.

So et me wel cone everyone here, ny fell ow
Conmm ssioners. And here we are at the outset of another
quarterly neeting of our energy action group.

| would like first to ask if any of the nmenbers up
here on the dais would like to say anything, beginning with
M . Desnond.

Joe.

CHAI RPERSON DESMOND: | will keep these remarks very
brief. That is sinply to wel cone everyone for being here
today. W have an agenda covering a nunber of topics, all of

theminportant, natural gas pricing in particular, and the
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outl ook for 2006. | am |l ooking forward to going through the
materials here, but we have got a whol e day.
COW SSI ONER PEEVEY:  Anyone el se?

(No response)

COW SSI ONER PEEVEY: If not, why don't we just get
right into it.

The first thing we are going to do is have an
update on the inpact of natural gas prices on w nter heating.
Steve Larson, the CPUC executive director, is going to walk
us through that with a presentation.

Your voice is all fine and recovered?

MR. LARSON: Right.
COW SSI ONER PEEVEY: Very good.
STATEMENT CF MR LARSON
MR. LARSON: Thank you, M. President, Chairnman,

menbers of the Comm ssion.

PUC has recently taken steps to help | essen the
inmpact of this winter's rising natural gas prices on
CONSUNeErs.

W have sinplified enrollnent in | owincone
prograns and increased eligibility so that nore custoners
qualify for a 20 percent discount on utility bills.

W have established a no shut-off policy as |ong
as mninmumbill paynents are nade.

In addition, |owincone custoners wll not be
dropped from prograns during the winter nonths for failure to
recertify incone eligibility.

W have required utilities to waive reconnection
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fees and deposits for qualifying | owincone custoners this
W nter.

W have directed utilities to expand and i nprove
prograns that allow custoners to pay level bill anounts
t hr oughout the year.

W have approved a so-called 10/20 plan for PG&E
that offers a 20 percent discount for custoners who reduce
their natural gas usage by 10 percent or nore.

For SoCal Gas custoners we have approved using | ow
cost storage natural gas to supply | owincone custoners,
saving tens of mllions of dollars.

W have approved expanded natural gas purchase
i nsurance through hedging for utilities to protect against
even hi gher natural gas prices.

There are a nunber of ways the PUC is ensuring the
state has adequate natural gas supplies and infrastructure.
One way is through the energy efficiency.

Thus, we have | aunched the nost anbitious energy
efficiency and conservation canpaign in the United States,
approving over $2 billion for energy efficiency prograns for
2006 through 2008, nuch of which has inplications in terns of
nat ural gas.

O her ways the PUC is ensuring the state has
adequat e natural gas supplies and infrastructure is through
renewabl e energy power and market nonitoring.

As much as 50 percent of California's natural gas
demand goes to generate electricity. Renewable power we

think wll lower the natural gas demand for use in electric
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gener ati on.

| think, as you all know, the Energy Action Plan 2
i ncl udes a goal of 20 percent renewabl e power used by each
electric utility by 2010, and endorses an aggressive effort
to achi eve 33 percent renewabl e generation by 2020.

And sort of as an aside, the draft report on the
33 percent goal issued. A workshop was held on Novenber
17th, and comments on the draft report have been received,
were received as of Decenber 1st.

| would al so add concerning natural gas that we
have instituted regular neetings with the gas utilities to
nmoni tor for problens.

W had one about two weeks ago in which we
di scussed with the gas conpani es how qui ckly they were
i npl ementing the prograns, where they were at, and woul d t hey
be ready by Decenber and January. Qur next neeting is
scheduled with that group for January, around January the
15t h.

In addition, the PUCis working wth other states
and federal agencies, including the Attorney General's
of fice, conducting regular reviews and anal ysis of natural
gas market information and data to protect consunmers from
possi bl e price mani pul ati on.

Finally, just sort of to summarize sonme of the
speci fic consuner rebate prograns, consuner and rebate
prograns that are available to consuners to | ower or manage
their natural gas bills, there is the California alternate

rates for energy program the CARE program This is our
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ongoi ng program W have expanded it sone for eligible
| owi ncone custoners to receive a 20 percent bill discount.
W al so have the famly electric rate assistance
program FERA, |lower rates for qualifying custonmers. There
is of course the |owinconme hone energy assistance program
LI HEAP, for financial assistance with energy bills,
weat heri zati on projects as provided.
There is | owincone energy efficiency program
no- cost weat herization services, and as | nentioned before, a
| evel -bill options where consuners pay a | evel anount
t hr oughout the year.
Those are basically the prograns that we have
articulated and put in place for what we all think will be a
somewhat difficult tinme in the next few nonths concerning the
prices of natural gas.
| think we have done about all we can at this
point. W wll certainly, if anything el se cones al ong, we
will be comng back to the two Comm ssions to tal k about it
some nore.
Thank you.
COW SSI ONER PEEVEY: Thank you, M. Larson.

M. Blevins, do you have anything you wish to add?
MR. BLEVINS: No.
COW SSI ONER PEEVEY: Any questions or comments here?

Conm ssi oner G uenei ch.

COW SSI ONER CGRUENEI CH: Thank you very nuch.
| want to say that | think you and the staff have

done just a remarkable job of trying to put in place an array

PUBLI C UTI LI TIES COW SSI ON, STATE OF CALI FORNI A
SAN FRANCI SCC, CALI FORNI A




© 0O N O o b~ W DN Bk

N N D NN N N NN R B R B R B R R RpR
0o N o o M W N P O O 0o NOo 0o N - O

of prograns. Qur Conmm ssion had held an en banc earlier this
year down in Los Angel es when we received an update fromthe
utilities as far as their projections on where natural gas
prices would be. And | amwondering if you or the staff
could give us any information as far as are we |ooking at the
retail cost to consuners, | think it was on the order, of
perhaps a 50 percent increase on average in residential
bills? Are we still looking at that type of an increase over
the winter?

MR. LARSON: No, not generally. The weather has been
nore noderate than was forecast at the tinme. And also |
t hi nk though the price of natural gas achieved a new high, |
think it was on last Friday, of $15 per mllion cubic feet,
still nost of the three major utilities believe that the
prices will not be as high as originally forecasted in the
residential sector. | think it is reduced from50 to about
30 percent, roughly.

COW SSI ONER CGRUENEI CH: Thank you.

COW SSI ONER PEEVEY: Conmi ssioner Pfannenstiel.

VI CE CHAI RPERSON PFANNENSTI EL: Steve, you nentioned
energy efficiency as being one of your major prograns. |
know t hat you have done really enornmous work with utilities
on their energy efficiency prograns. But are those really
geared to the individual custoner for this winter?

For exanple, if the individual custoner calls
P&E, for exanple, and says, gee, | don't know if ny furnace
is as efficient as it should be, | don't know whether |

shoul d be doing sonething that would be investing for the
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| onger term are there prograns now for individual custoners
to get that kind of help right away?

MR. LARSON: Yes. First, in terns of the efficiency
program it really is for the period 2006 to 2008, the over
$2 billion program | mentioned in ny comments, we have urged
the utilities, yes, to inplenment a quicker, better response
to when people do call up and want to either swtch out for
new types of equipnent. Al the utilities have existing
prograns for that. W have asked themto accelerate that for
this comng winter, if at all possible. W wll be
monitoring that to see if they do respond nore quickly.

VI CE CHAlI RPERSON PFANNENSTI EL: But they still have
what used to be the energy audit prograns for honeowners?

MR. LARSON:. Correct.

VI CE CHAlI RPERSON PFANNENSTI EL:  Thank you.

COW SSI ONER PEEVEY:  Any ot her questions or comrents
here on this?

(No response)
COW SSI ONER PEEVEY: |If not, Director Larson, thank
you very nmnuch
W will now turn to an update on the outl ook for
sumrer of 2006. W are going to have a nunber of speakers
fromthe Energy Comm ssion as well as the PUC and the | SO.
So we will start with Dave Ashucki an.
STATEMENT OF MR, ASHUCKI AN
MR. ASHUCKI AN:  Good afternoon, Conm ssioners. David

Ashuckian with the California Energy Conm ssion.

|"mgoing to tal k about our summer outl ook as well
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as our first ook at 2007 and beyond.

What | will do today is discuss the changes that
we have made to our outl ook since Septenber 12th, which was
the last tine we presented our outlook to you, as well as
di scussi ng coments we received froma public workshop that
we held just |ast Thursday on our draft sunmer outl ook report
whi ch was just conpleted |ast week as well.

Since our last neeting we have net with the
California SO staff. W met with the CPUC staff, as well as
various resource planners fromsone of the utilities, both
muni and QU utilities. And we have also, as | nentioned,
publ i shed our draft report on the outl ook.

Here we have our | atest statew de outlook. This
is the statew de version.

As you can see fromthis, the resources are
actually pretty adequate at this level. So, actually, both
the statewide level and the 1SO |level, the control |eve
appears adequate. So | won't go into too nmuch detail on this
table, but I will answer questions you may have.

| also want to point out in our outlooks we have
not considered at this point transm ssion outages because
data for that is difficult to come by at this point.

W are | ooking at adverse conditions, but
transm ssi on outages are not one of those. As we experienced
this last summer, those can have a mgjor inpact on
reliability of the system So |I don't want to give a false
i npression that just because we are saying the reserve margin

| ooks okay it neans no one will have any probl ens.
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Again, here is the California ISO control area.
As you can see again, it looks |ike there should be adequate
resources at this level.

As we nove on into Northern California, there's
been a few changes since our |ast outlook. One of the nost
maj or changes is that we used to have what the inport
capability of north of Path 26 was and kept the flows between
north and south isolated to show what each individual region
could do. W have got a nunber of comments about that.

And because there's capabilities of a significant
anount of flow, 3000 negawatts of flow between north and
south, and the SO has conplete control over that flow, we
believed it may have left a false inpression there were nore
resources available in Northern California than is likely to
be avail abl e because of the demand in Southern California.

So for that reason, in this version we have
actually taken that 3000 negawatts off of the net inport
capability to show what is likely to be avail able north of
Path 26, the retirements here, known retirenments including
Hunters Point as well as the San Franci sco Peaker.

And again, even with those changes, there seens to
be quite significant or adequate resources in north of Path
26 for the sunmer.

Moving into the south of Path 26 region. W have
made a nunber of changes. Those include adjusting our
counting of Mbhave. In the past we were only counting the
portion of that we believed was essentially controlled by

California, about half of Mhave. W found out that in fact
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the 1 SO considers the whol e of Mohave because it ends up
getting into the control area, and they direct it back out
again. So essentially it is larger than we were consi dering.

But because Mhave is retiring, when we were only
retiring a portion of it it made it look like there were
extra resources. So what we have done is increased the size
of Mohave for the retirement. W also increased the size of
what was existing generation. So in fact when it retires,
the net effect will be zero with those changes.

W have al so updated the outage data as a result
of new data we got for 2005 outages. And we al so updated the
congestion nunbers after talking with the 1SO staff because
of the upgrades that have been done to the transm ssion
system

COW SSI ONER BROWN: Before you get too far away, on
the issue of Mhave, is it your feeling that perhaps what we
just ought to do is look to -- have you build a worst case
scenari o with Mohave being totally off l|ine?

MR. ASHUCKI AN:  Qur scenario is Mhave totally off
l'ine.

COW SSI ONER BROMWN:  Ckay.

MR. ASHUCKIAN: And if it happens to cone back, it
will appear as if it is a new addition to our outl ook.

COW SSI ONER BROMWN:  Thank you.

MR. ASHUCKI AN: W have al so upgraded the net
i nt erchange nunber by about 200 negawatts. Those are from
t he Devers-Pal o Verde upgrades.

This is a nore detail ed explanation of what is
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Line 21, the existing contracts -- existing plants that we
are not aware of that have contracts. So this is just
i nformati on about what those plants are.

COW SSI ONER PEEVEY: Were is Pastoria?

MR. ASHUCKI AN: That's a good question. |'msorry |
can't answer that. | wll get that information for you.

COW SSI ONER PEEVEY: Does anybody know here. Isn't
it SP 267

MR. PEREZ: Yes.

COW SSI ONER PEEVEY: A thousand negawatts? | didn't
see it on the tabulation. It doesn't have a long term --

COW SSI ONER CGRUENEI CH:  Maybe it got a contract.

MR. ASHUCKI AN:  These were plants that we identified
during our power report as not having contracts at that tine.
Sone of these have gotten contracts, and we have dropped them
off. So we will take a | ook at that and nmake sure.

COW SSI ONER PEEVEY: Wbuld you nake a note of that
and get back to us, because it is a thousand negawatts.

MR. ASHUCKI AN:  Yes.

Here is detail of the additions and retirenents in
both the SP, NP and statewide as well as the muni updates as
wel | .

One change to this, MuntainView appears to be on
line and operational at this point. So that one is ahead of
schedul e.

COW SSI ONER PEEVEY: Wen do you expect Pal omar to
cone on |ine?

MR. ASHUCKIAN: | believe it is February. | don't
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know that one off the top of ny head.

COW SSI ONER PEEVEY: It says June here.

MR. ASHUCKI AN: These are plants we expect to be on
line by June 1st.

As a result of our outlook report and the
wor kshop, we did receive comments from PGRE, Southern Cal
Edi son and the |1SO staff.

PG&E concurred wth our outlook for the north of
Path 26 region. They felt like they woul d have adequate
resources in that region for both the expected as well as the
adverse conditions.

They were -- they asked us to consider -- in our
out| ook we used the IEPR s demand forecast that we just
devel oped for 2005 IEPR  And because that outl ook has a | ow,
a base and a high range, we decided to use the nore
conservative nethod and pick the high range. PG&E thought it
m ght be nore appropriate to use the base range, the mddle
of the road.

And it turns out that it is only about
110 negawatts difference between the base and the high case
for north of Path 26.

Actually, in the south of Path 26 it is only 75
megawatts.

So bottomline, it wouldn't be that nuch
difference if we used either one when you get down to the
bottom | i ne.

Sout hern Cal Edison also noted that sone of those

pl ants that we have listed as without contracts they believe
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may have contracts, possibly through third parties who are
usi ng those plants as a hedge against |iquidated damages if
sonmet hing el se can't provide power.

So it may be difficult to actually find out which
ones of those plants actually do have contracts.

And they al so asked us to | ook at devel oping a
five-year forecast using various scenarios of additions and
retirenents. And they offered to help come up with zones of
what they thought m ght be appropriate considerations for
scenarios, for additions and retirenents. ]

The 1SO said that they were, you know, working on
their own forecasts. And Arme here will give you
prelimnary previews of that one they consider overall wth
the control area forecasts, and also believe that north of
Path 26 and south of Path 26 woul d be adequate under expected
conditions. They were concerned that SP 26 -- and again, |
guess I'Il go through this quickly, because you'll hear about
this in a nonent. They're concerned about adequate resources
itself in Path 26 under adverse conditions.

And they're al so concerned about the indication
and/or utilization of demand response and interruptible
prograns for the difficulty it causes in actually trying to
manage the grid.

COW SSI ONER BOHN:  May | ask just a question just
qui ckly? Wsat did you all decide to do relative to Southern
California Edison's request to develop a five-year scenario?
Is that going to happen or --

MR. ASHUCKI AN:  Yes. That was just |ast Thursday that
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they asked us. And we'll be tal king further about that.
You'll see we do have a prelimnary five-year outl ook that
we're show ng you today.

COW SSI ONER BOHN:  So the general intent is to go
ahead and do a five-year scenario wth or without themin
sone fashion?

MR. ASHUCKI AN:  Yes.

COW SSI ONER BOHN:  Thank you.

MR. ASHUCKIAN: So with that, I'll nove on to the
five-year outlook. A good segue.

This is the statew de outlook. And what we've
done here is taken the 2005 | EPR forecast, and essentially
started with 2000 -- the expected conditions for 2006 as the
base case. W've used what we know for retirenents, and what
we know for additions.

Ri ght now, the additions are only tay Mesa, and
there's a fewin the muni region. There are are no high-risk
retirenments. These are plants that -- they're 3,000
megawatts or so that don't have contracts, or we're not aware
of that have contracts we're assumng that are still going to
be operational .

W also are saying there's going to be no change
in demand response and interrupti ble prograns as of what we
have al ready included. So as those prograns change over the
years, that would change this outlook as well. And we're
usi ng the high case 2005 | EPR outl ook.

And, as you can see, what this shows as tine goes,

W t hout these additions, demand will continue to grow and the
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reserve margin wll continue to decline. |It's pretty nuch
the sanme for the SO control area as well.

And on Path 26 as well, it |ooks |like we have -- |
don't know -- quite a few years before things start to get a
little dicey, when you |l ook at these three regional pictures.

CHAI RPERSON DESMOND: Dave, just a quick question.

Looking at the five-year outlook, there are two
projects recently announced for which | believe work has
begun. One is the GE facility. That's 750 negawatts
hi gh-frequency conbi ned-cycle down in Riverside. And | also
believe that Edison is working on a new peaker project
| ocated about 2 mles away. Are those reflected in these?

MR. ASHUCKI AN:  No, no. Again, we |look at -- once
pl ants get really, you know, nuch closer along to
expected-to-be-on-1ine before we start counting them

CHAI RPERSON DESMOND:  Ckay.

MR. ASHUCKI AN  We've used this 75 percent probability
that they wll be on line. That's -- you know, how we
actually derive that is a little bit uncertain, but -- but
again, this has continued to be updated. As those plans nove
al ong, we will consider adding those.

COW SSI ONER BROWN:  So Oray Mesa would not be in your
cal cul ation?

MR. ASHUCKIAN: Qtay Mesa is in our calculation.

COW SSI ONER BROWN:  Ckay.

COW SSI ONER GRUENEI CH:  Let me ask, then. The
nunbers you're showi ng, for exanple, on page 6 -- that's the

| SO control region. Are the nunbers that you show on page 14
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-- SP 26, is that the 1SO control area only, or are you al so
i ncluding the munis?

MR. ASHUCKI AN: On page 6 is the SP 26.

COW SSI ONER CGRUENEI CH:  Yes. And that's clearly
| abeled. It's the |1SO

MR. ASHUCKIAN: SP 26 is the |lower half of the ISO
control area.

COW SSI ONER GRUENEI CH: Right. | understand.

MR. ASHUCKI AN.  Ckay.

COW SSI ONER GRUENEI CH: My question was: on page 14,
when you're referring to SP 26, are you referring to the |1SO
control area only?

MR. ASHUCKI AN:  This is the sanme area.

COW SSI ONER PEEVEY:  Sane.

MR. ASHUCKI AN:  Yeah. And that brings ne to SP 26,
whi ch, you know, indicates again that actually in this
region, it looks like things are going to get a little nore
di cey as soon as 2007. And, in fact, it's possible that we
woul d have to recall on the net response of interruptibles to
avoid a Stage 3 in -- during adverse conditions in 2007,
assum ng, again, no additions happen that we haven't
accounted for other than Gtay Mesa, and no change in, you
know, the outl ook assunptions.

CHAI RPERSON DESMOND: Dave, just a follow up, then, on
t he demand response. Do you forecast -- | shouldn't say "Do
you," but does the forecast take into account the staged
targets of that 5 percent by 2007? Are you assumng that it

is sone percentage growh of what we just saw this | ast year?
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MR. ASHUCKI AN:  What we did for this year was take a
| ook at what actually occurred in SP 26 during the events
that we had, and so we essentially said: GCkay. This is what
was -- is now dependable for SP 26.

Now, in fact, San Diego did not call on their
prograns, and so we're actually counting San D ego as zero at
this point. Wuat we did -- actually, San D ego's pretty
smal |, but what we're doing nowis for NP 26 and San D ego,
we've taken the sane ratio of enrolled to denonstrated, and
assum ng the other areas are going to have the sane rel ative
ratio of participation, we are not ranping that up as the
prograns are expected to increase. W're just saying, "W
saw that |last year. W're going to see the sane next year."

And what you'll hear from Dave Hungerford is
what ' s happened since the sumrer of those prograns expandi ng.
So it's likely these progranms woul d provide, you know, nore
resources by the tinme things actually happen in 2006.

COW SSI ONER PEEVEY: One woul d hope, since we
approved $2 billion of expenditures over the next three
years, that we get sonething for it. At least, that's what |
claimin speeches.

Yeah, John. Conmm ssi oner Bohn.

COW SSI ONER BOHN:  Just one question

As the new person trying to sort of weave through
all of these projections, let nme bring it back to the
followi ng. Wen the press asks, are we confortable that we
have sufficient power resources to get us through 2007, is

the answer to that, "Yes, we think so," or "W hope so," or
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“"We're not sure"?

MR. ASHUCKI AN. There's a -- well, it depends on what
you think is okay, is the bottomline.

COW SSI ONER BOHN:  Wiere |'m going with that,
obviously, is sinply to try to get down to the |evel as we
try to educate and try to convey what it is we are doing
collectively relative to what the state needs in terns of
power generation and the rest. W need to try to converse
on -- with the sane | anguage that we're using publicly as
opposed to internally.

And | guess ny question is: | have been under the
i npression that we were, if you want, seriously concerned
about adequacy going forward. | amreading this and sayi ng:
we're not any |onger seriously concerned.

I's that right?

MR. ASHUCKI AN: There is a concern that remains in
south of Path 26. And there are things that probably could
be done to help alleviate sone of those concerns.

When you | ook at the state as a whole, things are
| ooki ng okay. When you look at the control area as a whol e,
t hi ngs are | ooking okay; but, because of the regional
di fferences, there's still sone concern. Again, getting back
to under adverse conditions, at this point, things could
happen.

W're not predicting firmload being lost with
t hese prograns. They appear that they will have the ability
to cone in and keep us operational; but you'll |ikely hear

fromthe 1SO there are issues with those as they operate the
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system

But all we can do is -- well, one of the things
we're working on is -- and this has been brought out through
the last couple of EAP neetings -- is the probability of

t hese events actually occurring.

What these nunbers don't show -- this is a
determ nacy approach. This is basically saying: if this
al ways happens, this is what would be the result.

We're | ooking at the data on outages, on
tenperatures, you know, trying to collect data on
transm ssion outages to show what is the probability of these
events actually occurring based on the data that we have.

And right now, |ooking at just two of the probability -- you

know, two of the paraneters -- both tenperature, which
i ncreases the load, as well as the outages -- the probability
of these adverse conditions occurring on -- those two adverse

occurring at the sane tinme are fairly | ow
So we can't say that, you know, the power's not

going to go off. As we saw this sumrer, we had adequate
resources on our forecast, yet people still had outages
because of things that weren't anticipated, because of
significant, you know, transm ssion outages; but what we can
do is give you a better understandi ng of what resources we
have, and what is the probability, what is the likely
scenari o of things that are happeni ng.

COW SSI ONER BOHN:  Have the probabilities changed
between the first prognostication and this one?

MR. ASHUCKI AN: Yes. In fact, 2006 actually | ooks
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better than 2005 did, so we are better off in 2006 than we
were in 2005.

COW SSI ONER BOHN:  Thank you.

COW SSI ONER PEEVEY: Ckay. Ohers? Are you done
with your presentation?

MR. ASHUCKI AN:  Yes.

COW SSI ONER GRUENEI CH:  Yes. | have a couple of
guesti ons.

Wth the 3,000 nmegawattes of inport capability,
are you saying -- you said that it was taken off northern
California. Amr | assuming that it was also taken off for
southern -- it was never included for southern California?
Because | remain concerned that if we have that 3, 000
megawatts inport capability -- and what | think you said was
that it wasn't accurate to allocate that totally to northern
California because a portion of it could also go to southern
California, but simlarly, it's not accurate not to show at
all. And so | want to find out: howis it shown on these
charts?

MR. ASHUCKI AN:  That 3,000 negawatts can flow from
northern California to southern California. If you |ooked at
each individual control area as if it was an island in and of
itself, northern California would actually have higher
capability; but because sone of that is actually counted as
flowng to southern California, SP 26 is counting it as if
it's comng in as an inport.

COW SSI ONER GRUENEICH:  Is it counting the full 3,000

megawat t s?
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MR. ASHUCKI AN:. W are counting it as 3,000 negawatts
into south of Path 26. So if there was a coi nci dent peak
demand in north of Path 26 on the sane day, the same hour
that it happened in south of Path 26, then the | SO would
either decide: well, we're going to either leave it in
northern California, or we're going to give it to southern
California, but right now it appears that it would probably
go to southern California. Because southern California's
reserve margins are generally lower, it would be experiencing
a probl em sooner than northern California woul d.

So we're not elimnating it. It's still comng
into California. W're just showing howit's flow ng between
north and sout h.

COW SSI ONER GRUENEI CH:  Ckay. That addresses ny
concern. | was worried that it wasn't being shown. It's
bei ng shown for southern California.

M/ ot her question was: under our Energy Action
Plan, our two top priorities for neeting our energy needs
are, first, energy efficiency, including demand response, and
t hen renewabl es.

And you have the line in the charts for denand
response. But if | sit back and say: does this give ne any
i nformati on about how our top priorities of energy efficiency

and renewabl es are actually neeting California s needs, it

doesn't. And is -- just so | can understand, is the
existing -- where do we see the inpact of our energy
efficiency prograns? |Is that, for exanple, line 67

MR. ASHUCKI AN:  Actually, it would be line -- yeah,

PUBLI C UTI LI TIES COW SSI ON, STATE OF CALI FORNI A
SAN FRANCI SCC, CALI FORNI A




© 0O N O o b~ W DN Bk

N N D NN N N NN R B R B R B R R RpR
0o N o o M W N P O O 0o NOo 0o N - O

22

line 6: the denand.

What we do is -- the efficiency prograns are
i ncorporated into the denmand forecasts. And so it doesn't
cone up as a line: here's what this program got you; here's
what woul d have happened w t hout them

The demand forecasters include these expected
prograns by what they're seeing as the future demand | evel
with these prograns, and so we don't have a with prograns and
wi t hout .

COW SSI ONER GRUENEI CH:  Ckay.

MR. ASHUCKI AN:  That nunber --

COW SSI ONER BROMWN:  Dave, how does -- just as a
general matter, how do you cal culate that?

MR. ASHUCKI AN: That's a good question. |'mnot from
the demand -- I'mnot a denmand forecaster.

COW SSI ONER BROWN:  No, but | nean, what do you | ook
at? | nean, what are the factors that nake you secure that
you can put this, you know -- you can incorporate a certain
nunber in your chart?

COW SSI ONER GEESMAN:  The | EPR i ncl uded the 2006,
2008 prograns that had been funded by the CPUC, and the
associ ated savings with those prograns.

COW SSI ONER BROAN: Vel |, how do we know t hat,

t hough? | nean --

COW SSI ONER GEESMAN:  How do you know that the
savi ngs are achi eved?

COW SSI ONER BROMWN:  Yeah, that they pay off, other

than pay off the people that run the program
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COW SSI ONER GEESMAN:  It's a risk in -- that's a risk
in the forecast.

COW SSI ONER GRUENEI CH: Sorry. EM&V prograns.

COW SSI ONER PEEVEY: Ckay. Are there other
guestions?

COW SSI ONER ROSENFELD: | think I"m-- I'"mgoing to
say a word.

COW SSI ONER PEEVEY: Excuse nme, please. Wit a
mnute. W --

CGo ahead, Conm ssioner G ueneich.

COW SSI ONER ROSENFELD:  Um - -

COW SSI ONER PEEVEY: No, no. She had one nore
questi on.

COW SSI ONER ROSENFELD:  |I'mjust trying to hel p out
Dave Ashuckian a little bit on the reliability of the energy
efficiency and the standards.

The -- the standards are soon to be adopted in

2005, so we know themvery well. And we know the
constructions. And the savings that cone from-- that
John Geesnman said, for the |EPR, are based on extrenely
well nonitored and verified savings for the year 2004. So we
know very well that a dollar spent in the year 2004 yi el ded
so many negawatts and so nmany billion kilowatt-hours. And ny
inpression is that those figures are really pretty stable.

COW SSI ONER PEEVEY: Very good. Ckay.

COW SSI ONER GRUENEI CH:  One | ast question, which was
turning to the second priority, renewables, which,

Conmi ssi oner Ceesman, | know you can rem nd nyself. Under
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our State law, the utilities are to be increasing the
renewabl e conponent by 1 percent per year. |If we | ook at
page 8 on the additions, do we have a way of knowi ng: are
t hose including the renewables? And if not, where are they
i ncl uded?

MR. ASHUCKI AN: W do include renewabl es. However --

And this is one of the comments that we received
from PGRE

-- because we are | ooking at peak sumrer denmand on
the hottest day of the year, and because a |ot of the
renewabl es that we're going to see conmng on line are w nd
resources, we actually discount the value of wind, the
capacity of wind, to 3 percent.

And so -- and we're also only counting those
plants -- plants that we know are comng in. So we're doing
our best to capture every negawatt of new addition that has
come in, but depending on what the dependable capacity is, it
may get small.

Now, one of the things that we're going to likely
change on this is because we have -- we are showi ng both the
pl anni ng convention -- the expected as well as the adverse
conditions -- we will likely increase the capacity of wind in
t he pl anni ng convention, because -- and utilize the planning
convention that they use for renewabl es under resource
adequacy.

COW SSI ONER GRUENEI CH:  Ckay. One thing | just want
to throw out to think about when we get this type of

information in the future is: if thereis a way to
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denonstrate what portion of energy-efficiency renewabl es that
the state is relying upon to neet its needs -- and |
understand that this is nostly done on a capacity basis. And
remnd nme. Under the RPS, it's done on an energy basis.

But again, | |ook back and | ook at the bigger
picture. W've said that our top priorities are energy
efficiency and renewables. And it mght not be bad to think
about. Can you give a snapshot, both to us as policy nakers
as well as to the public, on how energy efficiency and
renewabl es are fitting in?

COW SSI ONER PEEVEY: Secretary MPeak.

SECRETARY MC PEAK: Thank you, M. Chairman.

| have a technical question and, | think, a
substantive question. |'mseeing there are footnotes.
don't find the place. Were are the footnotes?

Did you already ask this question?

Wiere do | find the footnotes?

COW SSI ONER PEEVEY: I n anot her copy.

SECRETARY MC PEAK: They're the supernotes or
supr anot es.

MR. ASHUCKIAN. On the tables thenselves. Ch, you're
right. They didn't get included in this. They are part of
our main tables in our report. | can get those for you.

SECRETARY MC PEAK: | mght not have to ask this
substantive question if | saw the footnotes, but as |I'm
| ooking at the charts, statewi de and al so north and south of
Path 26, we've got a nunber there that you may al ready have

addressed: the 3,000-plus negawatts of capacity not under
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contract, or generation not under capacity contracts.

So ny question is: when you | ook at the
probability of these scenarios and conclude that 2006 | ooks
better than 2005, | gather you are assumng the availability
of the 3,000-plus nmegawatts; that that is available in the
syst enf ]

MR. ASHUCKI AN:  That's correct.

SECRETARY MC PEAK: (kay. That's an inportant aspect,
| think, of us understandi ng maybe the dynam c goi ng forward.

MR. ASHUCKI AN:  That is why we've actually taken those
pl ants and now put them at the very bottom and actually
de- hi ghlighted them because we think that nmany of these
pl ants do have contracts. W don't know about them or
they're confidential, and if we were to disclose that, we
woul d be violating confidentiality, but that we don't expect
themto be retiring between now and the end of sunmer.

SECRETARY MC PEAK: Right. Just to nake sure
understand the answer you gave ne and the inplication, it's
t hat 2006 probability | ooking better than 2005 assunes the
availability of that generation?

MR. ASHUCKI AN:  Correct.

SECRETARY MC PEAK: And that neans the nunbers of
reserve margins for various scenarios in the chart above, in
the lines above in the chart, also assunme that it is
avai | abl e?

MR. ASHUCKI AN:  Correct.

SECRETARY MC PEAK: Thank you.

COW SSI ONER PEEVEY:  Any ot her questions or comrents
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on this? M. Ceesman, Conmm ssioner Geesnan.

COW SSI ONER GEESMAN:  Di an, the detail that you're
| ooking for is provided for the years 2009 through 2016 in
the Transmttal Report that we filed with you along with the
| EPR. W break that down by each of the I QU service
territories and each of the Energy Action Plan preferred
resour ces.

COW SSI ONER PEEVEY: In that regard, John, 1'd ask
you this as well as Dave. W're on the cusp of adopting a
rat her ambitious solar program $300 mllion in expenditures
next year and then on for ten nore years through 2016, and
the stated purpose of reducing or providing 3,000 nega -- the
equi val ent of 3,000 negawatts of generation. Now, | assune
these are not in anything that we've just been tal king about?

MR. ASHUCKI AN:  Correct.

COW SSI ONER PEEVEY: But | ooking out as far as you
just said, Conmm ssioner Geesnman, are they at all?

COW SSI ONER GEESVAN:  No.

COW SSI ONER PEEVEY: Ckay. Well, that's another
little thing to be considered. |'mnot talking about sol ar
thermal . |'mtal ki ng about sol ar photovoltaic rooftop, which
al so happens to coincide wth peak.

MR. ASHUCKIAN. And this is where a five-year outl ook
W th sone various scenarios mght actually provide sone
addi tional information about where sone of these prograns
could conme in, nake sone assunptions about what those
prograns can provide.

COW SSI ONER PEEVEY: And | think it's inportant that
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the left hand and the right hand be in sone sort of
communi cation here in terns of State policy nmatters.

Ckay. The next speaker now is Armando Perez from
the 1SO. It's nice to have you back.

STATEMENT OF MR PEREZ

MR. PEREZ: (Good afternoon. |It's ny pleasure to be
here as usual. Start with the -- okay. Technical
difficulties.

Revi ew of summer of 2005. As you know, the
weat her conditions in 2005 were relatively mld. However, we
reached an all-tinme peak nonet hel ess, but that peak was bel ow
the nost |ikely forecast.

Events in SP26 on July 21st resulted in the
decl aration of an energency. Inports at Palo Verde had to be
curtailed due to low voltage in the Devers area. AC cycling
was cal | ed upon, and generator outages were higher than
forecast. Al of that contributed to that event. The
conpari son of the actual 2005 systemconditions to the |SO
forecast indicates the forecast was within an appropriate
t enperature adjusted range.

For the summer 2006 outl ook, in terns of
generation additions and retirenents: SP26 dependabl e
generation additions about 2,000 negawatts, SP26 known
retirenments 1580, for a net increase of 420. For NP26 we
have 420 of additions, 215 of retirenents and a net increase
of 205. It looks to us and as was kind of anply denonstrated
in the CEC denonstration that the control area generation

additions are not keeping up with the anticipated | oad
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gr ow h.

The summer of 2006 control area wise: |In 2005 we
expected 43 -- had a peak forecast of 43,809. In '"06 we're
expecting 43,960. Remnd you that this looks a little
different, but there were sone readjustnents to the control
area because of the MD/TID control area changes. Total of
control area inports were 9,000. W estimted now 8590,
agai n, because of the control area changes. So total control
area supply will be 52,809 in '05 versus 52,550 in '06.

Expected 1 SO control area demand for the nost
likely condition is 46,668 in '05. W' re expecting 46,332 in
' 06, about a 2-percent growh plus also the control area
changes. So total reserve capacity 6141 '05, expected 6218
in '"06 with a reserve margin of 13.2 in '05 and 13.4 in ' 06.
And I'mafraid | do not know what the asterisk neans.

SECRETARY MC PEAK: Yes. | was about to ask you that.

MR. PEREZ: | knew you were going to ask me. So I'l|
try to find out.

SECRETARY MC PEAK: It actually nmeans reserve nargin,
at least that's what it's --

MR. PEREZ: Probably a definition of what the reserve
margin is.

SECRETARY MC PEAK: Wiat the reserve margin, right.

MR. PEREZ: Yeah. That's ny expectation. For the
adverse condition --

COW SSI ONER PEEVEY: You can tell we're really on top
of this.

MR. PEREZ: For adverse condition was 50,592 in 'O05
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versus 48,996 in '06. And total reserve capacity again 2217,
3554. Reserve margin for the control area is 4.4 percent in
"05, 7.3 percent in '06 when things are better.

Tal ki ng about the problem child, which is SP26, SB
generation capacity in '05 was 19,168. W're expecting
19,788. |1'mnot going to go through all of these nunbers.
|"msure you can read themas well as | can. The nost likely
reserve margins are 6.6 and 8.2. For an adverse condition
they dropped to 0.7 in '05 and were better in '06 at 2.3 if
you think that's a better nunber than 0.7

And |'m not keeping up. Thank you very nuch.
Appreci ate that.

So what's the outlook? Prelimnary assessnents
indicates that a control area reserve margin are adequate for
nmost likely, 13.4, and adverse, 13.3, forecasted condition.
For SP26 for the nost likely condition we have 8.2, but for
t he adverse conditions we're down to 2.3. So we're about
1200 negawatts short.

The assessnents is based upon the physically
installed capacity and our estimates of inport capabilities.
Net generation additions are |less than |oad gromh. However,
import capability has been increasing and will continue to do
so. And there's a slight increase in avail able demand
response and interruptible prograns are anticipated in 2006.

The next steps: There are difference between the
| SO and the CEC forecast. W wll continue to work wth the
CEC to share information, refine and conpare the forecasts.

We'll continue to act on and eval uate the potential for
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addi tional generation retirenments or other changes that would
i npact forecasts, and SP26 has little tolerance. And we wll
update you again when we have nuch better nunbers in March of
2006.

This is a snapshot, snapshot in Decenber of 'O05.
| hope you realize these are all fluid nunbers and they
change, not so nuch the load, but it's the generation that
bot hers ne the nost.

Any questions on this?

COW SSI ONER PEEVEY: (Go ahead.

CHAI RPERSON DESMOND:  Thank you. Just a quick
guestion, Arme. Howis the ISO accounting for the increase
in energy efficiency which is being used by the CEC to reduce
the demand forecast comng forward? |'massum ng that you
relied primarily on the econonetric forecast, but that m ght
reflect historic investnment |levels and efficiency and we now
have in the short term as President Peevey just pointed out,
nearly a tripling of that investnent dollars. And |I'm
wondering if that's potentially one of the areas of
di fferences here?

MR. PEREZ: No. The energy efficiency results in a
reduction of the |load forecast on a bus-by-bus |evel that we
get fromthe utilities. The differences between us is -- and
it's not a difference; it's a matter of whether we ought to
be doing it one way or the other, and we need to figure that
out -- is that they assume that the peak forecast is based on
all interruptibles being off and all the mass response being

off. W feel that you should be planning your infrastructure
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to have all the |oad being served and not be planning to have
sone of the |oad not being served. Now, whether we're right
and they're right or we're wong and they're wong we don't
know. W're going to work it out.

CHAI RPERSON DESMOND:  Thank you.

COW SSI ONER PEEVEY: (O her questions or comments?
Yes.

SECRETARY MC PEAK: Sorry, M. Chairman. Still on
page 4, on the -- back to page 4, the control area forecast.
| see it is under the nost likely band there where the 2006
is below the 2005 | see the notation of MD and TID
increasing there, | guess, a control area change, but really
it goes down overall. | nmean I'mreally trying to understand
the math there.

MR. PEREZ: Sure. Before you have the MD and the TID
| oad and generation included as part of our control area.
Now they're going to be separate control areas. So renove
all their load. So our |oad estimtes went down by the
anount that MD load and TID | oad, and the generation wll be
adjusted if there's any M D generation that's not used in
their control area.

SECRETARY MC PEAK: (kay. And overall you're assum ng
a 2-percent growh in demand statew de.

MR. PEREZ: Yes.

SECRETARY MC PEAK: In and out of the control area.

MR. PEREZ: Yes.

SECRETARY MC PEAK: And then this reflects not only

that growmh in demand but the change in accounting where TID
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and M D are taken out?

MR. PEREZ: Yes.

SECRETARY MC PEAK: kay. |I'msorry to state the
obvi ous.

MR. PEREZ: No, no, no. No problem There's nothing
obvi ous around here.

COW SSI ONER PEEVEY: Are there other -- Conm ssioner
G uenei ch.

COW SSI ONER CGRUENEI CH:  Yes. |I'mlooking at the
docunent we just got from the Energy Conmm ssion, page 8 on
their additions and retirenents and then your simlar chart
fromthe 1SO on page 3, and they don't match up. | don't
want to necessarily take tinme now going through it, but it
woul d be very helpful if there were a way that the two
organi zations could try to get together on this, because
we're not the technical experts here, and maybe if there are
different views, you could footnote them but it seens to ne
fairly distressing that we've got one docunent that says that
we're going to have 40 negawatts of additions in north of Pad
26 and then a second docunent that says we're going to get
420 nmegawatts. So again, | don't know that we need to take
time going through it, but it would be hel pful to get, you
know, one view to us.

MR. PEREZ: Yeah. It's less. [It's 205 versus 40.

(Laughter)

COW SSI ONER PEEVEY: Just to throw out another

nunber. Dave, did you want to say sonethi ng?

MR. ASHUCKI AN: | do have a quick answer in that what

PUBLI C UTI LI TIES COW SSI ON, STATE OF CALI FORNI A
SAN FRANCI SCC, CALI FORNI A




© 0O N O o b~ W DN Bk

N N D NN N N NN R B R B R B R R RpR
0o N o o M W N P O O 0o NOo 0o N - O

34

we found is we account for what is the summer dependabl e
capacity for a plant. That is, it's already been derated for
what it is expected to provide during hot weather conditions.
What we found is the | SO takes the nanepl ate capacity, says
that's what's added, and then counts the derated anount as an
outage. And so that's why, when you get to the bottomline,
our nunbers are often very close. But if you |look |ine by
line, the nunbers are different. And that's why we've kind
of pulled our hair out trying to say: Look, why isn't this
line the sane as that [ine? Wll, it's all accounted for.
It just only shows up at the bottom

COW SSI ONER GRUENEI CH: Yeah. | guess, again, you
can just step back and think of us as the poor policy people
who are trying to say, does this nmean there's a rea
di fference between the two organi zati ons or does this nean
you just have a different version of the world, and try to
give us sort of the Aiffs notes of what you all know down at
the technical |evel.

MR. ASHUCKI AN:  Wen you | ook at our adverse
condi tions w thout dependable -- w thout demand response and
interruptibles, we're at 2.8 reserve nmargin. They're at 2.3.

MR. PEREZ: Right.

MR. ASHUCKI AN: That's pretty darned cl ose.

COW SSI ONER PEEVEY:  Conmi ssi oner Bohn.

COW SSI ONER BOHN:  Again, at the risk of provoking a
firestorm follow ng on what Conm ssioner G ueneich has said,
it seens to nme that the answer is either A or B, and that's,

| guess, going to be what you said, who is it that can, and
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then the next question is, who is that will decide this. It
seens just nonsensical to get ourselves all wapped up in
this stuff if we've got different projections for different
reasons. It probably doesn't matter or naybe it does whet her
it's Aor B, but since we are collectively responsible for
kind of figuring out whether it's A or B and since we can't
decide it and nobody el se seens to be deciding it, what
shoul d we do?

SECRETARY MC PEAK: M. Chairman

COW SSI ONER PEEVEY: Let's give hima chance.

SECRETARY MC PEAK: Let's do that, and then I'lIl tel
you what we did | ast year.

MR. PEREZ: | honestly think that the big source of
the difference is whether you are going to take into account,
you know, the demand response programor the interruptibles.
If we can get that figured out between the two of us, the
rest of the stuff should cone with nunbers that are very
close to each other. But that other one is a phil osophi cal
issue. And you know, | think it should be ny way, and I'm
sure that Joe Desnond -- M. Desnond thinks it should be his
way, but we just need to talk sonme nore.

COW SSI ONER PEEVEY: Ckay. Secretary MPeak, who has
had the on-the-ground experience having to deal with this for
the | ast year.

SECRETARY MC PEAK: Well, | was going to try to answer
how we did it last year and point out the value of those
nont hly neetings and then the previous weekly check-ins and

reconciliation. | think for a variety of reasons we've
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gotten off schedule in part because | also wasn't around. |
was on jury duty. Then | was in China. But it actually
can't depend on one of us being out of the country.

COW SSI ONER BROWN:  They had you on jury duty?

SECRETARY MC PEAK: (Oh, yeah. They get ne every year
and they put ne on the jury. | have no idea why they would
do that.

COW SSI ONER BROWN: It shoul d have preenpted you.

SECRETARY MC PEAK: | know. But the point being, as
the two chairmen will know, unless we have a process as
you' re bringing up the question, Comm ssioner Bohn, about why
don't we have it reconciled, they have simlar appro -- they
have simlar nunbers, but they're not exactly the sane
nunbers, and it usually is not Aor B. 1t's usually C when
they actually sit down and start going through it. And we
need to have one forecast that as an adm nistration, and
actually the PUC where it weighs in on this as well in terns
of what you're relying on with respect to the I1QUs and their
contribution to the generation within those service areas.

And so we need -- we're just at this point getting

it to all three of us, | nean all -- | guess there isn't a
third, well, yeah, there is, the 1SO-- all three of the
energy agencies in the admnistration. Today we're getting
your best effort, and now the job going forward is to get it
reconciled within the action plan on what do we do and what
are our contingencies based on the forecast scenari os.

MR. PEREZ: Just so | don't |leave you with the

inpression that there's a big difference. The problemthat |
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think we should do it the way the 1SOis doing it is because
you renmenber this whole presentation and the CEC started with
t he phil osophy that no transmssion lines were off. So you
have that problemin there. Then we have an estimate of what
generation is going to be, and you know how good we are at
doing that, and then we have an estimate of the |oad and the
tenperatures, and August 25th we'll tell you how good we are
at doing that.

So we think that the interruptibles should be used
as a backup against an energency, a little bit of a reserve
that the operator has. |If you're going to plan the system
just with that nunber, you nmake the operation tighter and
tighter and nuch nore easy to nmake a m st ake.

COW SSI ONER PEEVEY: W understand. D d you want to
add sonet hi ng?

MR. ASHUCKI AN: | just wanted to add that we have
attenpted to provide both, if you have line 17, that's the
wi t hout demand response interruptibles. Line 18 is with
those prograns. So you can see what those prograns can do.
Secondly, we've been trying to expand upon this probability
anal ysis to show you that every one of these lines is not one
nunber answer. It's a continuumof what's least likely
versus the nost likely. And as we nove along with that
probability analysis, | think we'll get to a better
under st andi ng that each one of these things, there's a high
probability of what the nunber could be and a | ow
probability, but there isn't one nunber answer to any one of

t hese |i nes.
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COW SSI ONER PEEVEY: | just hope that as we go
forward in the next several years that this increased energy
efficiency expenditures, the solar photovoltaic and
ultimately solar thermal and all will all be taken in
consi deration here, and the utilities are signing up a |ot of
RPS prograns, vendors. W have to get things into the
nunbers in a fashion that is -- I'mnot as concerned as sone.
You have a little different function than the CEC, and it's
reflected in your perspective and everything el se.

| do have one question. It's probably nost for
you, and that is, it's very regrettable but it's a fact of
that life that the | argest independent power producer in
Aneri ca headquartered in San Jose is in severe financial
difficulty. Are there sone inplications for the Call1SO in
this, or can we feel quite confortable that regardl ess of
what ever course they choose in the next several weeks or
nont hs that we can count on that generation? Are you
confortable responding to that, or do you want to remark on
that? If you do, it's fine.

MR. PEREZ: Let's just say that we've been al nost
talking on a daily basis. W're fairly assured that the
steps that they're taking and the steps that we're taking
will result in no effect, but I can't, you know --

COW SSI ONER PEEVEY: CQuarantee it.

MR. PEREZ: -- guarantee that 100 percent. ]

COW SSI ONER PEEVEY: Joe, do you want to say anything
about that?

CHAl RPERSON DESMOND:  No. Actually, | don't mnd. |
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will echo what Arm e says, which is that the state is engaged
almost on a daily basis in speaking with utilities that would
be affected, the DWR contracts, the Governor's office. So
they are staying in close contact on those issues to nmake
sure those resources are avail abl e.

COW SSI ONER PEEVEY: There may be an econom c cost in
terns of price of any kind --

CHAlI RPERSON DESMOND:  Physical reliability should be
unaf fected by any filing.

COW SSI ONER PEEVEY: | just think it is inportant to
recogni ze that.

The next, we have David Hungerford --

MR. PEREZ: They told ne to finish ny presentation. |
got about three nore slides.

COW SSI ONER PEEVEY: |'m sorry.

MR. PEREZ: Path 49 are all of what we call the short
terminprovenents on the |ines between Arizona and
California. They all have dates of operation prior to the
summer of '06 with an increase in capacity across the river
of 505 negawatts.

The first is Palo Verde-Devers 500 kV Hassayanpa -
North Gla - Inperial Valley 500 kV series capacitors
upgrades are on time for an expected in-service date of July
1

The one probl em has been the static VAR
conpensator to be |located at Devers. W were able in
di scussions with Southern California Edison and the

manuf acturer, we were able to split the capacitor part of the
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SVC fromthe SVC part, so we get the capacitors in by
July 1st and the rest of the equipnent in by Septenber 1st.
That was a very good i nprovenent.

The Devers transformer should be available in
March of '06. The west-of-Devers upgrade should all be
conpleted by July 1st of 2006 using a special protection
scheme for generation tripping.

The I nperial Valley phase shifter is estimated to
be in service in '07

W have anot her special protection schene between
July and Decenber to take care of the problens.

The east-of-the-river pathway wll increase from
7550 to 7700 for the sumrer of '06, and that will go to the
full 8055 by Septenber or a total increase of 505 negawatts.

That conpletes ny presentation.

COW SSI ONER PEEVEY: Thank you very nmnuch.

If there are no questions, we will now nove to
David Hungerford to tal k about demand response prograns.

Anybody that w shes to speak fromthe public here
or any of the other 10Us or others, please sign up with the
publ i ¢ advi sor outside this room

Thank you.

STATEMENT OF MR. HUNGERFCORD
MR. HUNGERFORD: Secretary, Comm ssioners, good

af t er noon.
| amgoing to give you a brief update on where we
are on denmand response prograns for the sumrer of 2006.

Much of ny support is from Bruce Kaneshiro, ny
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counterpart here at the CPUC.

| amgoing to give you a brief overview of the
j oi nt demand response proceedi ng that was begun in 2002, the
2006 through 2008 demand response prograns, our prograns on
tariffs for large custoners, advanced netering
infrastructure, and close with sone estimtes of demand
response availability for sumrer 2006.

The original joint agency demand response
proceedi ng was cl osed in Novenber, having run its Iimt. And
we had three other proceedi ngs which have been created since
its beginning to handle three major issues, which were
advanced netering infrastructure, |arge custoner prograns and
| arge custoner tariffs.

There were sone other issues that needed to be
resolved in the closing of this proceedi ng, including
transition funding for program operation until decisions were
made for the 2006 through 2008 prograns, the issue of
realtime pricing tariffs and small custoner CPP tariff
options, and the Judge directed that those issues be dealt
with in future rate design proceedi ngs.

And there were a nunber of snaller but inportant
unresol ved issues, including the details of inpact
estimation, the VM and V issues, devel opnent of standard cost
ef fectiveness nethodol ogies. And a process was established
for there to be joint agency workshops this spring to dea
with all those issues as well as the issue of demand response
goal s.

In default CPP proceeding, brief update: There
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were two settlenent proposals put out by the utilities and
parties in Novenber.

For SD&E and a group of parties there was a
proposal to create a default CPP tariff beginning with the
summer of 2006 with extensive customer support requirenents
and custoner notification requirenents that were possible or
theoretically possible within the SDGE service territory
because of the smaller nunber of custoners.

VI CE CHAI RPERSON PFANNENSTI EL: Excuse ne. Wuld you
just make it very clear what size custoners you are talking
in this proceedi ng?

MR. HUNGERFORD: Custoners with greater than
200- kil owatt of denand.

VI CE CHAI RPERSON PFANNENSTI EL:  Thank you.

MR. HUNGERFORD: For PG&E and SCE and parties they
proposed voluntary CPP for summer of 2006 for PG&E and summer
begi nning sumrer 2007 for SCE. And there is a draft Decision
expected to be released by the 27th of this nonth from Judge
Cooke.

For the | arge custoner prograns proceeding --
again, we are talking about custoners greater than 200 kw - -
programfilings were made in June 2005, with adjustnents to
exi sting prograns, expansions, sone nodifications to try to
i ncrease participation.

There were substantial supplenentary testinony
filed in the late sunmmer and early fall, particularly on cost
ef fectiveness issues. And a proposed settlenment was filed

just a week ago on Decenber 2nd reduci ng the budget for sone
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prograns. And as of yet, we don't have nmegawatt i npact
estimates for those reductions.

There were sonme program reductions, but a |ot of
t he budget reductions were directed at custoner support
information el enments of P&E and SCE' s proposals.

There will be a prehearing conference and
cross-exam nation of wi tnesses for the settling parties in
January. That date has changed since | created this slide.
It is going to be the foll ow ng week, although a particul ar
date has not yet been decided, although it may have been
today. The e-mails are flying fast and furious right now.

The advanced netering infrastructure depl oynent:
This is for the entire system netering the small custoners
and nmedi um si zed custonmers who do not have interval neters at
this point.

P&E received approval for $49 million for
predepl oynent activities. And they are going -- their Phase
1 is set to go into Vacaville. Hearings on full scale
depl oynent will happen in March with a decision expected in
July of this sunmmer.

SDGE has approval for 9.3 mllion in
predepl oynent expenses. It is receiving bids and will have
hearings in Decenber of -- in the sunmmer with final decision
in Decenber. And SCE has received 12 mllion to fund an
effort to increase functionality of current AM systens
bef ore maki ng a deci sion.

Now we are relating back to the earlier

di scussions. Here is expected denand response in sunmmer

PUBLI C UTI LI TIES COW SSI ON, STATE OF CALI FORNI A
SAN FRANCI SCC, CALI FORNI A




© 0O N O o b~ W DN Bk

N N D NN N N NN R B R B R B R R RpR
0o N o o M W N P O O 0o NOo 0o N - O

44

2006. | used the terns "di spatchable” and "nondi spat chabl e"
here. This is part of the issues that will be dealt with in
t he workshops this spring, is the arbitrary |line between
price sensitive demand response and trigger demand response
activities and existing prograns |like interruptibles.

For this definition | amfollow ng the resource
adequacy | anguage to consi der di spatchabl e prograns as
prograns and activities that can be dispatched in an
energency situation at alnost any tinme, especially the day of
a problem and nondi spatchable to nmean prograns that woul d be
triggered or notified a day ahead, such as a CPP tariff.

Qoviously, a CPP-type tariff, even if notified a
day in advance, is dispatchable in a sense, but for these
categorizations we are thinking of these, the dispatchables,
as old-style interruptible or AC cycling-type prograns or
even smart thernostat prograns and the nondi spatchable to be
behavi oral demand response prograns, sone type of notices
required.

For sumrer 2006 you will notice that there are two
categories what we call -- two colums, subscribed negawatts
and expected negawatts.

W have had these discussions in the |EPR hearings
on this difference. This is also one of those accounting
issues that is going to be dealt with in the workshop process
Judge Cooke set up in closing the demand response proceedi ng
that will be held this spring.

The subscribed negawatts are the total possible

megawatts that are enrolled in a programthat could possibly
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cone in at any one tine. The potential of those -- that is a
t heoretical potential that would woul d never expect to be
reached in any one incident or one event.

The expected negawatts are cal cul ati ons based on a
nunber of things, the know edge of the program managers, the
abilities of the different custonmers enrolled in the prograns
to provide demand response and their willingness to do so,
hi storical inpacts, of which there is a fairly short record
on sone of these prograns and a fairly long record on others
in the case of interruptibles. W know we can derate the
total enrolled capacity a certain anount based on historical
experi ence.

In the newer prograns, those derations are a
little softer and we are not quite as confident, so we used
t he | owest nunbers possible. So that we can consider this
nunber in the right-hand colum a reliable nunber.

So for SCE we see a total expected negawatt demand
response for next summer being 1103 negawatts. For SD&E we
see 50. For PG&E we see 613. For a total of 1808.

In ternms of, since | can anticipate the question,
in terns of how close they are to the goals, | am seei ng nods
on the dais, in terns of the actual nunber of the estinated
annual system peak are confidential nunbers, so | can given
you a percentage so | can cone close to it in percentages.

For SCE, if we used the total of 1103, that
exceeds the 4 percent goal by nore than a coupl e hundred
nmegawat t s.

The SDG&E, the expected nunber is essentially
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bel ow the goal. The goal is much closer to the enrolled
nunber or subscribed nunber.

And for PG&E, the expected nunber is slightly
below the goal. | wll caution that when the demand response
goals were set, it was not specified whether those goals were
meant to include existing demand response such as SCE's AC
cycling programor existing interruptible curtailable
prograns.

And these nunbers you see do include those
prograns. So denmand response goals are now, the way we are
| ooking at it right here is how close they are in these
percentages, is including the prograns that pre-existed the
demand response goal s.

One nore slide. For informational purposes, this
is what we have on record for the nmunicipal utilities that
have demand response prograns.

You notice this reflects sonething of what Dave
Ashucki an referred to earlier, that point estimtes are
really not a good way of representing this, sone of these
potentials. And sonetines ranges are a better way to think
about this.

SMUD reports their demand response prograns in
ranges. So that is what we have. That is why the totals are
done in ranges like this.

And so from SMJUD we have -- you notice these are
tracked across the sane. There is no change between the two
years.

And we have -- you can see where those other
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prograns -- SVP is Silicon Valley Power.

COW SSI ONER PEEVEY:  Any questions?

Jacky Pfannensti el .

VI CE CHAI RPERSON PFANNENSTI EL: Two questions. First,
back to your prior table. | assune that that 1808 negawatts
was the nunber that Dave Ashuckian used in his forecast?

MR. HUNGERFORD: It is very close. There are -- | had
slightly newer nunbers than he did because these nunbers are
based on the nonthly demand response reports fromthe
utilities. He used August nunbers or nonths reported in
Septenber, and | used nunbers that were reported one nonth
later. So there is a small percentage difference.

VI CE CHAI RPERSON PFANNENSTI EL: But they are intended
to be used for that purpose?

MR. HUNGERFORD: They are intended to be the sane
nunbers, yes. And we worked on our deration nethodologies to
try to make them-- to try to be confident that our nunbers
wer e accur at e.

VI CE CHAI RPERSON PFANNENSTI EL: That hel ps ne
understand the source of the nunbers he used.

Then anot her question. Wen you tal ked about the
conclusion of the original DR proceeding, your slide said
that realtinme pricing tariff and small customer critical peak
pricing tariffs will be handled in future utility rate design
pr oceedi ngs.

MR. HUNGERFORD: That's correct.

VI CE CHAI RPERSON PFANNENSTI EL: Wen is that, and how

is that anticipated to happen? |I'mjust a little concerned
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about losing that rate design opportunity even as we are
tal ki ng about increasing the netering capability.

MR. HUNGERFORD: | don't think | can answer that right
now. | amnot intimately famliar with the general rate case
schedules for the utilities at the CPUC. Soneone el se m ght
be able to answer that nore accurately. | could find it out
for you.

VI CE CHAlI RPERSON PFANNENSTI EL: But your under st andi ng
was that each utility, then, would take the outcone of demand
response proceeding itself and incorporate that into their
next rate design and their next general rate case?

MR. HUNGERFORD: That's correct. That's ny
interpretation of the direction that the ALJ gave.

VI CE CHAI RPERSON PFANNENSTI EL:  Thank you.

COW SSI ONER PEEVEY: (O her questions or comrents
her e?

M . Desnond.

CHAI RPERSON DESMOND:  Thank you for this update.

First, the energy policy report the Conm ssion
adopted had a big section | thought particularly on water
usage. | mention water because | think the report indicated
nearly 20 percent of the energy used in the State of
California related to water novenent, water treatnent and
wat er end use applications.

Currently, there is no way of getting credit on a
kil owatt-hour savings on a group of water conservation
nmeasur es.

A general comrent. | hope we could see at the
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next quarterly neeting perhaps staff to begin to address how
the Comm ssion, the CPUC, mght be able to nmake a link

bet ween wat er conservation and the kil owatt-hours associ at ed
with the energy conservation that cones fromthat.

Second part of that, obviously, would relate to
the tariff designs that mght be nade available in order to
allow for load shifting, a greater anmount of |oad shifting to
occur between the punping. And that alone | think could add
several hundred negawatts. Again, the report is very, very
high in its range of technical potential. So I hope that
woul d be sonet hing we woul d consi der.

And then lastly just a general observation in
terns of neeting the goals. As we think about resource
adequacy, Phase 3, local area reliability requirenents,
demand response is inherently a capacity product.

And as a result, in order to satisfy the capacity
requi renents that the CPUC has put upon ESPs and | QUs today,
| think that a capacity paynent helps to at |east create the
condi ti ons under whi ch busi ness nodel can energe for
sust ai ned demand response.

| want to nake sure we don't |ose sight of demand
response and | oading order in design of the resource adequacy
requi renments because | think the two can actually work and
rei nforce one anot her.

COW SSI ONER PEEVEY: Thank you.

Conmi ssi oner Bohn.

COW SSI ONER BOHN:  Just a qui ck question, as the new

guy.
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Are these nunbers really useful for planning? |
notice you get very precise in the top 1QU, your 1103. GCet
down to the bottom you go from65 to 251, and that seens to
be kind of okay in terns of the process.

Rel ative to planning to solve the problens that we
are confronted with, is 400 percent kind of okay in this
busi ness? |If 1103 is better than 1100 or 1107 or whatever
turns out to be, are these conparabl e planning nunbers, 65 to
251. You kind of just pick an average?

MR. HUNGERFORD: For the SMJID -- the 1QU -- conparing
the two slides, in the |IQU nunbers, those point estimates in
t he expected negawatts colum are consistent with the nunber
on the left of this range and in the nmunicipal utility
report.

SMUD didn't provide any best estinmate nunbers.
They just provided a range in their filing.

COW SSI ONER BOHN:  So that's okay? W don't care
about that? Maybe we can't get it, which is okay, too. | am
just trying to sort out how you used these things conparably
in terms of total denand.

COW SSI ONER PEEVEY: M. Boyd, you want to comment ?

COW SSI ONER BOYD: W do care, but we can't get it.

COW SSI ONER PEEVEY: (bviously, SMJUD submtted these
nunbers, and you could pick a md point if you wanted to.
They are not in the Cal 1SO controlled area, and there are
all kinds of other things that reduce the significance, |
suppose. But to ne the nost damming thing here -- and even

if the nunber was doubled or tripled, it wouldn't nmake a hel
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of alot of difference -- DWP, 30 negawatts, Edison
1100 negawatts, that is a pretty searing indictnment of the
inability of that large a municipal in the United States to
grapple with what needs to be done here as state policy, and
again, is a clarion call for nore responsiveness in terns of
overall state energy policy, it seens to ne.
That is just a coomment. You don't have to comrent

on nmy conment.

MR. HUNGERFORD: Thank you.

COW SSI ONER PEEVEY: M. CGeesman will as the defender
of DWP

COW SSI ONER GEESMAN:  Which is an unfam liar role for

| will say, as you well know, their explanation
woul d be that they have planned their systemto provide
greater reserve margins than the 1QUs do and that they don't
have to rely on these prograns to the degree that Southern
Cal i forni a Edi son does.

COW SSI ONER PEEVEY: So be it.

Any ot her comrents?

Conmm ssi oner Gruenei ch.

COW SSI ONER GRUENEI CH: | just wanted to conment
briefly on what Chairman Desnond nentioned about | ooking at
the role that water, efforts with regard to water resources
can play, that | think that that is in fact a very inportant
role and that we here at the Comm ssion are going to be
adopting a water action plan tonorrow that is picking up a

bit of what can be done. But we only regulate in a very
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small mnority.

But ny nenory is that |ast week the draft climte

action plan was released to the public, and it calls upon the

resources agency to be heading up basically a statew de
effort to be | ooking at what can be done in terns of

increasing efficiency and maki ng better use of our water
of the facilities used to supply water so that there is

demand on the energy system

€ss

So | think that Chairman Desnond's point was very

wel | taken. And you m ght coordinate with the Resources

Agency who | think has been tasked to specifically | ook at

this area.
COW SSI ONER PEEVEY: Secretary MPeak.
SECRETARY MC PEAK: Thank you, M. Chair nan.

| also note that ny coll eague, Secretary Chrisnman,

has now joined us, so we are going to need to nake room f

or

M ke up here. He has actually been to Sacranento and back

trying to make this neeting. So | amvery grateful for al

his efforts.
COW SSI ONER PEEVEY: He has expressed an interest

sitting in the back of the roomrather than here.

in

SECRETARY MC PEAK: He wants to be disassociated with

the rest of us. W won't allow that, though.

On this chart, when | ask a question about th
chart and anot her question, this is the chart that is up
the screen, the muni chart that is up on the screen, am!|l
understand there are only three nmunicipal utilities who

responded? W don't have M D and TID in these nunbers?

S
on

to

And
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did we ask themall? O what happens here?

MR. HUNGERFORD: | went through all of the utility
reports, municipal utility reports, to pull these nunbers,
and none of the other municipal utilities reported having any
demand response prograns in a line itemfor that program
But | didn't do any further research to contact the utilities
to see if indeed they just m sreported.

SECRETARY MC PEAK: CMJUA at one point, Jerry Jordan,
gave us a full packet, and | thought that there was nore
activity that they were recording than was shown here. So
maybe we could just ask CVUA to al so survey their own
menbers, because we do have many of the munis in very, very
hot areas. So we have got potential for nore spikes and so
we need to have their assistance. There's only three show ng
here, though.

MR. HUNGERFORD: That's correct.

SECRETARY MC PEAK: Ckay.

MR. HUNGERFORD: That is based on their reports to our
supply office.

SECRETARY MC PEAK: Then on the overall report, that
you presented, the tinetable that you have for the advanced
nmetering and dynamc pricing, which there is a |lot of
predepl oynment resources being commtted by the 1QUs, ny
question is do | understand that this neans that still in
2006 that for all new construction dunb nmeters are going to
be installed?

MR. HUNGERFORD: | can't answer for PG&&E, but that is
true for SDG&E and SCE, obviously.
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COW SSI ONER PEEVEY: M. Rosenfel d.

COW SSI ONER ROSENFELD: The only thing that we have
seriously underway is for nore construction 2008. Ahead of
that we have left it up to the utilities thenselves who are
still contracting for the neters.

COW SSI ONER PEEVEY: Any ot her questions or coments?

(No response)
COW SSI ONER PEEVEY: If not, we wll nove to resource
adequacy.
John Gal | agher from the PUC
You have altered your appearance a bit,
M. Gall agher.
MR. GALLAGHER: Lost sone wei ght |ast week.
STATEMENT OF MR, GALLAGHER
MR. GALLAGHER: Good afternoon, Conm ssioners,

Secretary. | amgoing to give an update on resource adequacy
and procurenent.

There are three big procurenent and resource
adequacy related tasks for the Conm ssion on its plate for
2006. | will introduce themon this slide and talk a little
nmore in the next couple slides.

The first is the 2006 procurenent proceedi ng where
we will attenpt to tackle, anpong other things, the issue of
ensuring that new generation does occur on a tinely basis.

One of the things we are considering is whether to
adopt a cost allocation nmechanismlike the one that Edi son
proposed a few nont hs back.

The second set of issues is the adoption of a
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| ocal capacity requirenent as a followup to our resource
adequacy proceeding, and in addition, renaining resource
adequacy issues. Anpbng those issues will likely be the
consideration of a nulti-year resource adequacy requirenent.

Qur plan here is to issue a new rul emaking in part
because we are reaching the statutory closing date of the
exi sting procurenment rulemaking. So | should say actually
two new rul emaki ngs, one for procurenent, one for resource
adequacy next generation issues. And the new rul emaking in
procurenment, | will get to that, will be early next year.

Rul emaki ng on resource adequacy we expect to have out this
week. | believe there is an itemon this week's agenda.

The third set of issues is the capacity markets
issue. | should say that while I would very nmuch like to
push the consideration of whether to adopt a capacity market
in California forward on a parallel track with the |oca
capacity requirenment issue and the procurenent issues, we are
not certain we are able to do all three of those things at
the sane tine.

W are still considering it. W have no final
deci sion yet, but the likelihood is that we are going to
stage the consideration of capacity markets until after we
adopt the local capacity requirenent in the new resource
adequacy case around the m ddl e of next year.

And we are interested in whether you or others
think we should be setting our priorities differently in this
regard.

So 2006 procurenent proceedi ng, under President
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Peevey's gui dance, we have been attenpting to tie the CEC s
i ntegrated energy policy report proceeding and the PUC
procurenent proceedi ng closer together. W are going to use
the outcone of the (inaudible) process (inaudible) in the
2006 procurenent case.

| think Chairman Desnond nentioned a little while
ago, the CEC adopted its transmttal report of a few weeks
ago. President Peevey issued a ruling a week ago Friday now
that kicks off the 2006 procurenent case, sets up a process
to do a fair anmount of work before the procurenent plans are
actually filed by the utilities. ]

For instance, we are holding a workshop on
Wednesday of this week. W' ve put out quite a bit of
information to the parties. And what we're trying to do here
isto -- to do some work before the plans are filed, so that
the plans that aren't filed are, in fact, nore robust and
nore useful to us than they were on the 2004 go-around. The
ORitself, through rul emaking for procurenment, we expect to
have out by l|ate January/early February.

And, as proposed by the ruling that
Presi dent Peevey put out on Decenber 2nd, the first stage of
t he procurenent proceedi ng considers new i nvestnent in new
generation, includes the potential adoption of a nechanismto
all ocate the cost of such investnent across LCCs.

We've also indicated in the ruling that
Presi dent Peevey put out that we'll |ikely nmake ESPs
respondents to this year's procurenent proceeding. And we'll

be considering asking ESPs to file |ong-term procurenent
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pl ans, so that we get a picture across the whole system

Finally, one new elenent in this year's
procurenent effort is to better coordinate the work of the
Energy Comm ssion, the 1SO and the PUC on transm ssion
pl anning, and to incorporate specific transmssion plans into
the long-term procurenent filings, and to begin to nove
toward better integrated resource planning that asks parties
or entities in particular to present |ong-term plans that
consi der trade-offs and |inkages between investnent in new
generation and new transm ssi on.

W' re hol ding a workshop on Wednesday afternoon on
this week on the transm ssion issues. Wdnesday norning is
procurenent issues. Wdnesday afternoon is transm ssion
I ssues.

Turning now to resource adequacy itself, our
Cct ober deci sion resol ved nost of the issues necessary for
| oad serving entities to make their conpliance filings, which
are due January 27th.

Just to back up a bit, the requirenent is that by
January 27th, load serving entities denonstrate that they
have 90 percent of their reserve requirenent under -- either
owned or under contract for next sumrer. That reserve
requirenment is their peak |oad, plus a 15 percent reserve
margin. So 10 percent of that 15 percent has to be in place
as of January 27th. They have to nmake a conpliance filing to
us denonstrating that that's in place.

In order to work through sone of the details of

the conpliance filing, in an attenpt to get sonme consistency
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in the conpliance filings, we held a workshop | ast Friday.

It was attended by all the major |oad serving entities. And
the intent was, again, to address the inplenentation details
and try and get everyone on the same page for the conpliance
filings.

Qur staff put out a tenplate. W worked cl osely
with the 1SO doing this. W put out a tenplate for the
conpliance filings to be nade. There was, as | understand
it, a pretty significant degree of consensus. W' ve got
additional work. We'Ill be putting another version of the
tenplate -- | think the target is the end of this week.

| should nmention that sone parties in the
proceeding were less than wholly satisfied with the
Conmi ssi on's deci sion on resource adequacy, particularly
deci sions to defer inposition of |ocal capacity mnarket
circles the local capacity requirenent; but in the end, we
sinply didn't have a sufficient record to adopt the |oca
capacity requirenent for 2006. W do intend to have the
requirement in place for 2007.

Redesign is scheduled to be inpl enented.

You are are probably aware also that there were
parties less than satisfied with the way that we treated the
phase-out of firmLD energy contracts for contracting
pur poses.

The final decision was sonewhat |ooser on this
poi nt than was the proposed decision, but as a practi cal
matter, the difference in the quantity of nonphysical

contracts that will count towards RA under the adopted

PUBLI C UTI LI TIES COW SSI ON, STATE OF CALI FORNI A
SAN FRANCI SCC, CALI FORNI A




© 0O N O o b~ W DN Bk

N N D NN N N NN R B R B R B R R RpR
0o N o o M W N P O O 0o NOo 0o N - O

59

deci sion versus what was in the proposed decision are rather
smal | .

And anot her couple of recent devel opnents on
resource adequacy that | should nention here on the slide is
-- one of themis the passage of A B. 380, which clarifies
the PUC s authority over ESPs for resource adequacy purposes,
and directs us to work with the 1SO to establish resource
adequacy requirenents for all |load serving entities. So
we'll be doing that in the comng year as well.

A.B. 380 also has language in it requiring that
each load serving entity maintain to neet its | oad
requirenents. And that |anguage -- we have, of course,
exactly what it neans. It certainly seens relevant to the
questi on of whether an energy-only resource adequacy
requi rement, as sone people have advocated, is stil
sonmething on the table. W'Il be taking a closer |ook at
t hat .

| should note that A B. was signed by the
Governor. That provides the assurance of cost recovery for
contracts that are entered into between repowered generation
units and load serving entities under cost of service rubric.
So we will be |Iooking forward to whether we receive any such
contracts.

And now, turning to capacity markets, the PUC
staff Wb paper was issued in August. W received coments
on the Wb paper in Cctober. The comments ranged from strong
support to strong opposition. That was slightly surprising

to us.
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One itemof note was that the | SO suggested
considering multiple alternatives, including taking a | ook at
an energy-only resource adequacy requirenent with sone
protection built in. W were sonewhat surprised to see that
nost of the ESPs opposed the idea of going to capacity
mar ket s.

One of the reasons that surprised us was because
one of the reasons that we had pronoted or suggested the idea
of going towards capacity markets was that we thought it
woul d make it easier for smaller | oad serving entities |like
ESPs to conply with the resource adequacy requirenents.
Nonet hel ess, nost of the ESPs were agai nst the idea.

Finally, as | note on the slide, several
comenters told us that our priority ought to be ensuring
i nvestnent in new generation takes place pronptly, rather
than on staged capacity markets. So that's part of, frankly,
the reason that we're proposing to stage the things, which we
are wth investnent -- with the nmechani sm for investnent
occurring as the nunber-one issue of the procurenent
proceeding, and with capacity markets likely to be taken up
after the mddl e of next year.

This is the sane slide | put up in the June 2005
meeting. And | have it here again. | have it updated to
i nclude sone recent information, such as the SDG&E sunrise
transm ssion proposal. | included it here as a rem nder
under the | oading order investnent in conventional
generation. It's necessary, but only one of the strategies

worth pursuing to neet the state's grow ng energy needs.
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Principally, the nunber-one priority, of course,
is energy efficiency. Nunber two is demand response, as
we've heard already today. And we have sone very aggressive
targets, particularly on the energy-efficiency side.

| don't know if you can see it from where you're
sitting, but on the top line over at the right, we're | ooking
at 400 negawatts of new energy efficiency for the period of
2006 through 2013. Qur staff is nowinto the evaluation --
measur enment and eval uation part of energy efficiency. And
that's the set of rules and protocols that we need to set up
to ensure that those targets are actually -- actually arrive.

So conclusions. The 2006 procurenent case wll
address the nmechanismto ensure new generation. That's going
to be nunber one on the list in that proceeding. The working
assunption continues to be that long-termcontracts will be
necessary for new generation. And we need to facilitate
t hose contracts.

On resource adequacy, nmjor inplenentation issues
were decided in the Cctober decision. The |ocal capacity
requirement will be adopted by the m ddle of next year for
i npl enmentation in 2007. And we're still digesting conments
on the Decenber narkets paper, but we expect at this point,
anyway, to take that up after the |ocal capacity requirenents
are adopt ed.

Thank you.

COW SSI ONER PEEVEY: Thank you very mnuch,
M. Gall agher.

Any questions or comments on this?
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Secretary MPeak.

SECRETARY MC PEAK: | want to be rem nded on the
resource adequacy: what is the requirenent on reserves, and
how are those reserves cal cul ated?

MR. GALLAGHER: The requirenment is that each |oad
serving entity -- that includes |1QUs, ESPs, and CCAs, when we
get them-- are required to nmeet 100 percent of their sunmmer
peak demand, plus a 15 percent reserve margin.

And on a -- what we call "a year-ahead basis,"

t hey have to show us that they've got 90 percent of that
summer reserve margin | ocked up or in place.

Now, the first year-ahead showng is actually
going to be January 2006 for the sumrer of 2006, because of
the way the timng worked out. And then the second part of
that requirenent is that on a nonth-ahead basis, the |oad
serving entities are required to denonstrate that they've got
100 percent of their peak |oad, plus 15 percent reserve
margin in place.

SECRETARY MC PEAK: (kay. A followup coment. Thank
you very nmuch for that explanation and a rem nder. W had
t hought that that resource adequacy requirenent would stil
be driving private investnment or start driving additional
i nvest nent, because that would require additional
contracting, therefore, greater stability, you conclude, on
the long term The inportance of long-termcontracts in
order to -- to support a nmarket and a nmarket for investnent
in California.

Do you want to comment on what signs you're seeing

PUBLI C UTI LI TIES COW SSI ON, STATE OF CALI FORNI A
SAN FRANCI SCC, CALI FORNI A




© 0O N O o b~ W DN Bk

N N D NN N N NN R B R B R B R R RpR
0o N o o M W N P O O 0o NOo 0o N - O

63

that, in fact, that theoretical working approach is stil
vi abl e?

MR. GALLAGHER. Sure. Wat | have said in the past is
that | see sort of two prongs towards ensuring investnent in
new capacity. One is the resource adequacy requirenent,
which is sinply a year-ahead showing at this tinme. And we
will take up the idea of a multiyear showing as we go
forward, but right nowit's a year-ahead show ng. That's one
piece of it.

The second piece of it is the long-term
procurenent plan filing. The utilities are -- only the
utilities at this point is required to cone in and file with
us plans that show how they're going to nmake up their needs
over the next ten-year period.

SECRETARY MC PEAK: Ten-year being |long ternf

MR. GALLAGHER: That's right. Now the 2004
procurenent filings were not extrenely robust, so, for
exanpl e, an LSE expected a need for new generation in Year X
their plan said that a generation plant appeared in Year X

One of the points of doing sone up-front work
before the plans are filed this year is to make those filings
nore robust, so if they need -- if their plans are going to
show a need for generation in Year X, they're going to show
us in sone manner what they're going to do to get that
generation in Year X

And so | do think that the framework we've
established -- you know, we're on the right track, but at

this point, | have to confess that it's not show ng the
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results we woul d have hoped woul d have been shown. At this
poi nt, we have not seen conpleted RFGs for new generation
yet. Edison's was w t hdrawn.

P&E does have one out for new generation that --
they have told us they expect to bring us contracts by
January. And so that's, | think, a success story, or it's
potentially a success story.

But really the third leg of it that we don't have
yet is to -- we've said that we expect new generation to be
supported by long-termcontracts at this point. W expect
resource adequacy and procurenent to drive the need for
long-term contracts, but so far we haven't seen that we've
done enough to facilitate or to ensure the new | ong-term
contracts are comng into effect. And that's why we're going
to take up the cost allocation nechanismor alternatives to
it in the procurenment proceeding.

So far what we've heard fromthe utilities is that
they can build or they can satisfy the resource adequacy
needs from existing generation for the short term although
everyone acknow edges that the system as a whol e,
particularly in the south, is short.

So, one way or another, we've got to make sure
that the system needs are net. And we're going to take that
up in the first round of the 2006 procurenent proceedi ng.

SECRETARY MC PEAK: Can | ask one foll ow up question,
M. Chairman, on the reserve capacity, the 15 percent of the
peak on a year-ahead basis, and then going to a nonth-ahead

basis? In the Cctober ruling, was there any further

PUBLI C UTI LI TIES COW SSI ON, STATE OF CALI FORNI A
SAN FRANCI SCC, CALI FORNI A




© 0O N O o b~ W DN Bk

N N D NN N N NN R B R B R B R R RpR
0o N o o M W N P O O 0o NOo 0o N - O

65

definition of how nmuch of that 15 percent could be in demand
response?

MR. GALLAGHER: D spatchabl e demand response counts,
so things like the interruptible prograns, things |like the
A.C. cycling prograns -- they can count.

SECRETARY MC PEAK: And no limtation on how -- what
portion of the 15 percent can be in dispatchabl e demand
response?

MR. GALLAGHER: | don't believe there's a negawatt
[imt. | think there is a -- there is an accounting limt,
and | can't recall the details of it right now, but we can
get you that information.

SECRETARY MC PEAK:  Ckay.

COW SSI ONER PEEVEY: (O her questions or comments?

Conmm ssi oner Gruenei ch.

COW SSI ONER CGRUENEI CH:  Yes. Looking at your chart
on the EAP inplenentation, there's an itemcalled
"distributed generation.” Does that include conbi ned heat
and power? Because | believe we added it in EAP Il as an
area that we want to focus in on. And | know that the Energy
Commi ssion, in their new | EPR, has already nade a
reconmendati on that there be concerted effort by the State to
bring on line to neet conbi ned heat and power.

Maybe that -- this is new enough that it hasn't
been brought into the charts. So if it's not there, 1'd like
to suggest in the future we really start to think about how
we're tracking our efforts in conbined heat and power.

MR. GALLAGHER: Right. This chart, as | said, is the
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same slide | showed in June, so | did not get around to
getting it updated. That's sonething that we will put in
future versions of this chart.
COW SSI ONER PEEVEY: Very good.
Any ot her questions or comments?
If not, we'll now nove to a review of the
PIER program -- the Energy Comm ssion's PIER prograns.
Mart ha Krebs, nice to have you here.
Thank you, M. Gall agher.
MR. GALLAGHER: Thank you.
M5. KREBS: M. President, M. Chairman, nenbers of
the Comm ssion, it's --
COW SSI ONER PEEVEY: Press the button (indicating).
M5. KREBS: Ckay.
It's a pleasure to be here this afternoon, and to
provide you with sone information about the PlIER program
In ny presentation this afternoon, there are two
parts: a very brief illustration of energy policy and how it
affects PIER, and how PI ER undert akes supporting research on
behal f of California; and the second part is an explicit
illustration of sone of the results that we've had that are
relevant to the EAP action itens for R & D
This is sinply to conpare and contrast the
i ntegrated energy policy report, which has been driving a | ot
of both the Energy Comm ssion nenbers and staff activity over
the last year, and the Energy Action Plan Il. And
essentially, they' re very conparable.

The Energy Action Plan calls out RD&D. And that's
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what's going to drive nost of ny presentation today, but the
energy policy report coments on and recomends activity in
R & D t hroughout .

The public interest energy research program was
established in 1997 as part of the electricity restructuring.
And it was intended at that tinme to provide benefits to
el ectricity ratepayers.

On an annual basis, $62.5 mllion is used for
research provided by a surcharge on | QU ratepayers. And we
have approximately 3- to 400 active projects at any given
tinme.

In 2005, | believe -- actually, in 2004 the PUC
passed a rule that began a programin natural gas research
adm ni stered by the CEC. And that's expected to grow to
$24 mllion by 2009.

M/ next slide is basically an illustration of
how | like to think about the programmatic structure of the
PIER program That is essentially established by statute and
CEC policy gui dance.

The three initial pillars -- | think, crucial
pillars of the PIER program-- are what were originally
expressed in the | oading order efficiency renewabl es and
clean fossil or advanced generation. The under pinni ngs
especially for renewabl es and advanced generati on were that
Pl ER woul d focus on distributed generation, as opposed to
| arge-scal e generation. And so the research prograns that we
|l ook at are within that context. And we al so exam ne the

systens issues associated with distributed generation.

PUBLI C UTI LI TIES COW SSI ON, STATE OF CALI FORNI A
SAN FRANCI SCC, CALI FORNI A




© 0O N O o b~ W DN Bk

N N D NN N N NN R B R B R B R R RpR
0o N o o M W N P O O 0o NOo 0o N - O

68

The requirenents for demand response, especially
in -- and the technol ogi cal issues that demand response
represented cane to us very strongly after the crisis in
2000, 2001, along with strong direction on infrastructure,
especially with respect to transm ssion, to a | esser extent
distribution, but that will -- we expect to see nore
devel opnent on that side.

And with -- throughout the existence of PIER, the
requi rement for understanding and mtigating the environnent
health and safety inpact of energy demand and use were --
energy demand and production were built into the
Pl ER program

Just for your information, | thought it mght be
useful to understand how the PIER programis adm nistered by
the Energy Conm ssion. W have a sonewhat different process

for natural gas than electricity. And that's represented on

this slide.

The R & D policy commttee of the Comm ssion
has -- does an annual budget plan review, and a m dyear
review. The project -- it also has responsibility for review

and approval of each project during the year. Wen that --
when those projects are enbodied in contracts, those
contracts go before the full CEC for review and approval .
And over the lifetinme of its -- of the PIER program we've
had responsibility for preparing five-year plans. A plan is
due March 15th of this year for the reauthorization of the
program by the Legi sl ature.

In the case of natural gas, the CEC R & D
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commttee submts to the PUC an annual budget plan for your
approval. And the 2006 plan, | understand, is on your agenda
soon.

Upon receiving that approval, the approval of
i ndi vidual projects and contracts is done conparable to the
electricity side of things.

W have proposed to you that we submt a five-year
plan as well. And that will be com ng forward in the com ng
year on a simlar -- simlar schedule to the five-year
reaut hori zation plan.

A new elenment that was -- | nean, |'ll discuss a
bit nore later -- is a requirenent for a joint strategic plan
for transportation that is done jointly with the ARB. And it
will be submtted for your approval as well.

This slide shows the budgets for both the
electricity -- the '05/'06 electricity programas well as the
cal endar year '05 and the proposed cal endar year '06 natural
gas plans. The -- they run on different years, as you know,
and so this can't be quite conpletely conparable.

| highlighted the areas. |'d be happy to talk
about any of these areas, but | highlighted the new program
that's in transportation. It appears the '06 natural gas
proposed plan there is in the '05/'06. As of May 2005, prior
to passage of the legislation, there was nothing in the
electricity programfor transportation.

The program support line is a conbination. Let ne
go to the bottomline first, because this -- the total for

the electric programin '05/'06 is indicated at
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$77.5 mllion. That includes $10 mllion of repaynent of a
prior-year |oan, which was made to the Legislature a few
years ago, and which has conme back to us.

The program -- the fund that the research for PIER
collect -- the electricity programcollected in is also used
to support the PIER staff. And that's what's represented --
and to provide technical support to the PIER R & D program
And that's what's represented in the program support I|ine.

The reserve that is represented in the last |ine
was a decision nmade by the R & D commttee. That will be
revisited in the mdyear review to consider opportunities
that we're going -- that we're expecting to be identified in
the integrated energy policy report. They include
transportation, energy, and water, the energy and water
nexus, storage that would be inportant in a nunber of --
storage technol ogies that would be inportant in a nunber of
areas, conbined heat and power, plus the possibility of
addi ti onal renewabl es technol ogy; but this is to be
considered by the R & D commttee in the next -- by the end
of January.

The next itemthat | have here is sinply to rem nd
t he Comm ssioners that the issue of what constitutes
public-interest research has been very inportant in the
devel opment of the PIER program and has been revisited in
the recent five-year planning activity that is under way.

| amnot going to read this to you, but it's not
only inmportant fromthe perspective of the five-year

electricity plan, but also because of the newness of the
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natural gas program and the addition of transportation to the
mandat e of Pl ER.

And what is sinply on the left side of -- in the
bl ue boxes of this -- of this slide is a sort of statenent of
what was in the Warren- Al quist Act, or the anendnent to the
Warren- Al qui st Act that created the PIER program And so we
have created these as tests which a project or any project
t hat conmes before PIER needs to be able to neet.

The -- this slide sinply is an illustration of
how, within the PIER program energy policy drives the
execution of the PIER program from pl anni ng through project
managenent and execution, to a program and project review for
results when the projects are done.

| think the inportant thing that 1'd Iike you to
carry away fromthis slide is that energy policy is sonething
that drives energy R & D, either fromthe -- either fromthe
perspective of neeting policy or anticipating the
opportunities for policy or, at the end of the project, the
proj ect or program execution, the possibility of revising
policy.

Anot her -- another elenent that is worth stating
here is that, in all of the steps from planning through
managenent and execution as well as review, we carried this
activity out with partnerships always in mnd, whether it is
taking into account DCE prograns that are already in place,
utility requirenents that are -- for things Iike enmerging
t echnol ogy where they becone a partner for us or with the

private sector, particularly if we're noving tools or
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products into the market for people to purchase. Then we

build these partnerships into our planning into the actua

execution of the -- of projects, and into revi ew ]
The next section of --

COW SSI ONER PEEVEY: Let ne interrupt you just for a
monment just to say the followng: Procedurally, | nean
we're -- you've got a trenmendous anount of information here.
And these next action itens through 13 | could see where we
could easily spend a very long period of tine, but we
unfortunately don't have that tine.

M5. KREBS: And what would you --

COW SSI ONER PEEVEY: |1'd like you to pick up the pace
considerably if you possibly can.

M5. KREBS: What | would do is pick a few of these
next slides.

COW SSI ONER PEEVEY: That woul d be fine.

M5. KREBS: |If any one has suggestions?

CHAI RPERSON DESMOND: My suggestion, Martha, is
actually I think you can very quickly go 1, 2, 3 right
through 8. | think we'd get a little bit of the stuff.
They'd get a good sense. | think all we're trying to
communi cate here is how the work is related to the policy
I Ssues.

M5. KREBS: Right. Yes.

CHAlI RPERSON DESMOND:  So very qui ckly.

M5. KREBS: GCkay. So | don't have to go through this.
You know that better than | do. You're interested in energy

efficiency technol ogies being transfornmed to tools and
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standards. | would direct you first to the -- you know -- to
the second -- to the second itemhere. W have a huge
program whi ch Comm ssioner Rosenfeld could answer questions
to better than |, about support that we've given to Title 24
standards both, and that even for the 2008 standards we

al ready have a program underway, that it pretty well wll
bring new technol ogies into the marketpl ace.

Wth respect to denand response, what's worth
noting here, let me just say, in lteml1, this is part, both
of these exanples are part of a $15 mllion investnent over
the | ast couple of years in demand response that utilizes the
capabilities of the private sector as well as our national
labs. They're in partnership with the Departnment of Energy's
demand response prograns. And in the case of the first
exanpl e, not only have we engaged 23 comercial sites in
aut omat ed denmand response technol ogy, P&E is interested in a
| ar ge- scal e denonstrati on.

Wth respect to new technol ogi es for renewabl es
and greenhouse mtigation, | sinply wanted to represent
predom nantly renewabl es here and to indicate, probably the
next thing | ought to say is that particularly the w nd
programthat we have underway is a strong partnership with
t he National Renewabl e Energy Laboratory as well as with
Cal1SO. This is sinply a update, if you wll, because we've
just made our initial investnents in natural gas. The |ast
bullet tells you what kinds of things we're investing in.
think that they are relevant to the activities that |'ve read

about in the EAP.
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Wth respect to the next item on petrol eum fuel ed

vehicles, this is a -- rather lengthy and so | won't go into
it; I'l'l answer questions on it -- description of sonme of
what we're doing to get ready for the -- to neet the mandate

of the legislature on transportation and the natural gas
program And | indicate that the R&D Commttee will be

| ooki ng at what they want to spend the electricity funds on
transportation.

In ternms of clean coal technology R&D and CO2
sequestration, CECis the |leader of a 20 sone mllion dollar
program 18 mllion of which comes fromDCE and its
partnership of nmultistates across the Pacific Northwest and
Sout hwest as well. And we've had -- the second bullet sinply
i ndi cates that we've had feedback from one of our earlier
funded prograns on oxy-fuel ed
technol ogy into the Westcarb program

The next itemsinply says that we've had activity
on dry cooling that is paying off now, and we rel eased a
request for proposals on once-through cooling at the end of
Novenber and -- that the request for proposals was rel eased
with the proposals due at the end of Novenber. So we'll be
in the process of evaluating them soon.

The transm ssion programthat we've established
within the last two to three years actually has the attention
of -- strong attention of Comm ssioner Geesman. He's the
chai rman of the Technol ogy Research Program Program Advi sory
Comm ttee, which includes representation fromthe 1QUs, the

Departnment of Energy. |It's a strong collaboration with the
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DCE. And in fact, |1'd say that we are driving the DOE
program as nuch as they are conpl enenting ours.

Wth respect to the biomass col |l aborative, it's
involved with the Interagency Wrking Goup, and it responds
very strongly to the direction of Conm ssioner Boyd, who is
our | eader on that.

And then finally I put in the activities of the
California dimte Change Center, which is supported by PlIER,
and for those of you who nmay have gone on the web site of the
Climate Change Action Teamreport that |ast weekend, you may
note that sonething like 19 or so reports were either
aut hored by the nenbers of the dinmate Change Center or were
co-aut hored by nenbers fromthat center, and it was done
al nrost on a nonment's notice. So it's a real tribute to the
quality as well as the responsiveness of this investnent.

COW SSI ONER PEEVEY: Well, thank you very nuch. Are
there questions here? This is really a very exhaustive set
of materials and all. | think sone of us probably want to
ponder it a little bit. But other questions here?
Secretary.

SECRETARY MC PEAK: Thank you, M. Chairman. It is,
and |1've had the benefit of having Martha's input before.

W are often asked at the cabinet |evel of the
adm ni stration, how do we know that we've got the best
thinking in the world on whatever the subject is. You know,
it can be very, very daily things, sonething such as
transportation to something |like the very sophisticated

energy research you're reviewwng. So ny question is, either

PUBLI C UTI LI TIES COW SSI ON, STATE OF CALI FORNI A
SAN FRANCI SCC, CALI FORNI A




© 0O N O o b~ W DN Bk

N N D NN N N NN R B R B R B R R RpR
0o N o o M W N P O O 0o NOo 0o N - O

76

to you or Conm ssioner Geesnman, and naybe you were begi nning
to give the answer: How is the PIER program peer-revi ewed?
How do we know that it is capturing the best thinking and how
is the peer review of the PIER programinstitutionalized?

COW SSI ONER PEEVEY: Who wants to answer that?
Conmm ssi oner Geesnan.

COW SSI ONER GEESMAN:  The | egi sl ature required that
we establish an independent review panel of scientists from
around the country to review the program s over al
performance. Preceding that, each of the specific foci of
the program had technical reviews that were done | think now
in the fall of 2002 nost recently, and then Martha has
i npl emrented a policy advisory commttee for many of the areas
that the programcurrently focuses on conprised of externa
experts. There's a real effort, and frankly, when the
| egi slature has insisted upon it, that we continuously
benchmark our work with work going on el sewhere in the world.

COW SSI ONER PEEVEY: Ckay. Commi ssioner G uenei ch.

COW SSI ONER CGRUENEI CH:  Yes. | want to thank you
very much, that R&D is an area that | long felt is very, very
critical in the energy area because we just have to be nmaking
this investnent. And | feel very fortunate that we have been
provided wth this funding.

And one of the things that has becone apparent to
me in the al nost year that |'ve been a comm ssioner is that |
think that there could be a better coordination between at
| east the Energy Conmm ssion and the PUC and possibly with the

| SO, though I know, you know, there are a nunber of areas
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where you're working, because | have found in at least a
coupl e of instances where it seens that a report or a review
has been done by the Energy Comm ssion under the PIER program
that is geared at then influencing what we at the PUC do.
And |I'm always a believer of there's going to be nore of a
buy-in if the people who are tasked with inplenenting the
recomrendati on actually have sone invol venent in the
devel opnent of the recomendation, because | worry that the
PI ER program may be | ess effective and becone, sonetines,
certainly not always, ny belief is that in nany areas the
PIER programreally is the national standard if not
international, but for the PUC, | just worry that we nay have
a situation where reports sit on the shelf essentially as
opposed to really being bought into by our agency.
And so one of the things that I'd like to

vol unteer to explore as the, | guess, the Energy Conmm ssion
will be preparing the next five-year plan is ways that we at
the PUC could be working to try to ensure that whatever are
the results of your efforts are nore fully utilized here.
And so that's sonething, | don't knowif this is, if there's
a history of PUC interacting with PIER, but if not and if
it's felt that this would be of sone use, I'mvery interested
in working in the R&D area.

COW SSI ONER PEEVEY: Thank you. Chairman Desnond.

CHAI RPERSON DESMOND: Just | wanted to respond.
think it's a good suggestion. The challenge with R&D is
al ways how you take it fromthe lab and fromthe report and

make it useful in the real world. And what you' ve hopefully
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got is a sense of the trenendous anount of work and content
that is available in formng decisions. In fact, it was the
last tinme, | think, we were here when Susan Kennedy was
aski ng about demand response. As | nentioned, we had spent
$10 mllion on statewide pricing pilot and a | ot of other R&D
on price elasticity and that that R&D ought to inform our
policy devel opnent.

And so |I'd reconmmend two things right away. One
is all of these projects have project advisory committees,
and the PUC staff, to the extent that they're interested in
the subject matter, could certainly participate as a project
advi sory commttee nenber. The second is to think about how
to require the investor-owned utilities to incorporate the
R&D research into the filings that they nmake as anot her way
of making sure that the PUC is pulling that information
through in the way of content. Those are two innmedi ate
things in addition to conpared to any sort of automatic
five-year investnent plan.

COW SSI ONER PEEVEY: That's a good idea. Are there
ot her questions or coments on this?

COW SSI ONER BOHN:  Just one comment, one conment from
sonmeone who cones out of the private sector. The perfect is
the eneny of the good, and I want to follow up on Secretary
McPeak's comment. W can have the world's best science, and
we won't get it to where it produces any benefit to
California for a long enough tine that it m ght sonehow be
then eclipsed by other science.

What's the bal ance that you're trying to draw
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between stuff that's really good and you can get to
application as distinguished frompure science? | get a
little uneasy when you tal k about the best science in the
world and things |like that, because there's a ton of that
stuff out there, but our job is to get it in place and get it
oper ati ng.

COW SSI ONER ROSENFELD: | guess I'd like to try to
reassure you on that. W don't appear representing
California try to conpete, we try to coll aborate, but we
don't try to conpete with the Departnment of Energy on the
very frontiers.

Also we have an unwitten rule that -- two
unwitten rules. One is that at least half of what we do is
focused on end use and end use efficiency and demand
response, which is certainly not the way the Departnent of
Energy | ooks at things. So we're a good player in that, and
we col l aborate with a nunber of other states. W also put
sonmething like a third of our R& into climte change and
envi ronnmental things, which again is not what the Departnent
of Energy does.

And the other thing we try to take into
consi deration very strongly is what are the needs of policy
in California. That is, if you |ook at where PIER dollars go
in energy efficiency, for exanple, you'll find that a | ot of
them go into R&D which is necessary for the next set of
bi ddi ng standards or appliance standards of demand response.

And one thing | mght say to Conmm ssioner

Gueneich: It is a problem W have our planning sessions
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every year. W always invite sonebody fromthe PUC. W
don't necessarily always get sonebody fromthe PUC. And |'m
overjoyed at the idea of tighter collaboration because a | ot
of what we do really is influenced by knowi ng what the needs
of the Energy Comm ssion are. And that's sonething that
happens by diffusion at the lunch table. And we need nore
PUC - -

COW SSI ONER PEEVEY: | nput.

COW SSI ONER ROSENFELD:  -- input, right.

COW SSI ONER PEEVEY: Ckay. Well, going forward we'll
try to nmake sure that happens.

Ms. Krebs, thank you very nuch for your
presentation here.

And we're significantly behind time here, which is
probably the fault of the chair here, but we next have a
brief report on the Energy Conmm ssion's 2005 | EPR and the
PUC s 2006 | ong-term procurenent plans, M. Kennedy, M.
Kennedy, Kevin Kennedy, and Sean Gallagher. And then we'll
have a briefing on where we are on the solar program the
MIlion Solar Roofs, and then we'll hear fromthe public, and
that will pretty much wap it up for today.

You' ve agreed on a division of |abor there?

MR. KENNEDY: Yes, we have. The division of |abor is
essentially Sean has already said nmuch of what needs to be
said about procurenent. So it's all on ny shoulders for this
round.

COW SSI ONER PEEVEY: (Good goi ng, Sean.

(Laughter)
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COW SSI ONER PEEVEY: Bob and weave.
STATEMENT CF MR. KENNEDY

MR. KENNEDY: |'m Kevin Kennedy. | was the program
manager at the Energy Conm ssion staff |level for the
2004/ 2005 cycle of the Integrated Energy Policy Report, and
|"mextrenely pleased to be here reporting on the conpletion
of that cycle.

For the Energy Report proceeding overall the basic
requirenments for the proceeding are laid out in the Public
Resources Code. The basic purpose of the proceedi ng overal
is to develop an integrated policy for the State for energy.
Policy recommendati ons are expected to be nade based on an in
depth and integrated analysis of energy issues facing the
state.

A second purpose is for the Energy Comm ssion in
this proceeding to the extent possible to devel op a comon
information base for all of the energy agencies to use in the
i nportant decisions that they need to make. One of the
directions that we had at the staff |evel from Conm ssioners
Geesman and Boyd, the commttee directing this proceeding,
were to treat that expectation of devel oping a common
i nformati on base that Energy Comm ssion staff needed to deal
with the other agencies as our clients to try to determ ne
what it was that the other agencies needed in order to nake
sure that to the extent that we could we were able to devel op
information that would be both useful and used by ot her
agencies. In terns of timng, the main report is expected to

be adopted every other year, and we just adopted the 2005
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report |ast nonth.

The proceeding overall was a very extensive public
proceeding. W worked in collaboration with various state,
federal and | ocal agencies. There were 59 days of committee
heari ngs and workshops on a wide variety of topics. Over the
course of the proceeding there are nore than 30,000 pages of
materials included in the Energy Report docket. W prepared
nmore than 50 staff and consultant reports. Once we got to
the point of the conmttee draft versions of the various
reports that were adopted by the Conm ssion, we received nore
than 100 comment letters on those commttee draft reports.
Those three reports were the 2005 Energy Report itself, the
Strategic Transm ssion Investnent Plan, and the Transmtt al
Report to the PUC, and all three of those were adopted at the
Novenber 21st business neeting and all are avail able on the
Energy Conm ssion web site along wwth nost of the materia
fromthe proceedi ng.

| " m guessing that nost of you have read fairly
t horoughly the parts of the Energy Report and rel ated
materials that are of nost interest to you. Rather than
trying to capture in any way the findings and recommendati ons
that were made, just include this one slide which highlights
the key chapters that were addressed within the Energy Report
itself. W dealt with transportation fuels, electricity
needs and procurenent policies, demand-side resources,

di stri buted generation, and other supplies, transm ssion
chal | enges, renewabl e resources, natural gas, water and

energy integration, local climte change, and

PUBLI C UTI LI TIES COW SSI ON, STATE OF CALI FORNI A
SAN FRANCI SCC, CALI FORNI A




© 0O N O o b~ W DN Bk

N N D NN N N NN R B R B R B R R RpR
0o N o o M W N P O O 0o NOo 0o N - O

83

Cal i forni a- Mexi co border region energy issues.

In addition to the Energy Report itself, the
Publ i ¢ Resources Code calls on the Energy Conm ssion to adopt
a Transm ssion Strategic Plan. This is a requirenent that
was added fairly recently. The new section of the Public
Resources Code calls on the Energy Conm ssion to adopt the
strategic plan for the electric transmssion grid. This was
a second report that was adopted by the Energy Comm ssion at
t he Novenber 21st neeting.

Anot her key thing that we were dealing with
t hr oughout the proceedi ng, as Sean nentioned when he was
tal ki ng about the upcom ng procurenment proceedi ng, was trying
to work very closely with the PUC in coordi nating the 2005
Energy Report proceeding with the upcom ng 2006 procurenent
proceedi ng here at the PUC. President Peevey issued an ACR
in Septenber of 2004 identifying the 2005 | EPR process as the
forum for devel oping the range of need for the 2006
procurenent proceedi ng, and that ACR was endorsed by the ful
PUC in last year's procurenent decision. Further detail was
laid out in a second ACR in March of 2005 that was al so
endorsed by the Energy Report Commttee in an order that they
i ssued at the sane tine.

The Transmittal Report, which is the third of the
reports that were adopted on Novenber 21st, is our attenpt to
provide to the PUC the recommendati ons for 2006 procurenment
and rel ated proceeding, particularly focussing on the range
of need for the three | argest investor-owned utilities.

The overall Transmittal Report includes the
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general procurenent policy recommendations, wal ks through how
we constructed the range of need, tal ks about the denmand
forecasts, how we reviewed those during the Energy Report
proceedi ng and what we ended up adopting, the resource plans
that were provided by the different utilities, and how we

eval uated those, and identifies the range of need itself.

In addition, there are chapters addressing the
natural gas forecast and the transm ssion project
recommendations. And with this point, we are essentially
handi ng the Transmttal Report off to the PUC, who w il be
participating in the workshops that Sean nentioned Wdnesday
of this week. And we're |ooking forward to continuing to
work with the PUC to try to ensure that the results of what
we did in the 2005 Energy Report proceeding will be used and
useful for the PUC in the procurenent proceedi ng next year.

And unl ess Sean has anything to add, if any one
has any questi ons.

COW SSI ONER PEEVEY: Sean, would you like to add
sonmet hing? You're not going to get off w thout saying
anyt hi ng.

MR. GALLAGHER I'll say only that, as Kevin
menti oned, we've worked closely with the Energy Conm ssion
staff on the devel opnment of the Transmttal Report. W spent
alot of tinme with themtrying to ensure that it net what we
perceived to be our needs. And so we expect to use it to the
maxi mum extent feasible in the 2006 procurenent proceedi ng.
And |'m here for questions as well.

COW SSI ONER PEEVEY: Very good. O her questions or
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comments on all this? No?

If not, thank you very much, both of you. And now
we'll hear fromM. Julie Fitch, the head of Strategic
Planning at the PUC, on solar initiative.

STATEMENT CF MS. FI TCH

M5. FITCH: Good afternoon, every one. |'mactually
joined by ny colleague, Tim Tutt, fromthe Energy Conm ssion.
W're going to tag teamthis presentation. So bear with us.
This was originally created for one person to do, but we're
going to try to do it together. Al so we conpletely bal ked at
the orange tenplate for the slides. So sorry, but ours is
prettier.

What we're describing this afternoon is
actually -- this is unusual in that we're giving you a
previ ew of sonmething that's going to be issued tonorrow.

This proposal that we're discussing will be contained in a
draft decision that's going to be issued tonorrow that wll
al so have attached a joint staff report, joint CPUC and CEC
staff report. This is the culmnation of sonmething that's
been in the works for, as nost of you know, about two years.
This was originally titled the MIlion Sol ar Roofs
initiative.

The | egislature has had SB 1 under consideration
for two years in arow And in parallel with that, this past
summer in June we actually were trying to stay current with
what was going on in the legislature, and we actually issued
a staff report in June that summarized our proposal at that

time. And since the bill did not pass again this year, the
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Governor actually asked President Peevey to see if we could
i npl emrent what we can do as far as part of the solar
initiative. And so this is the proposal to do that.

There are two things that we cannot do, | think at
| east two things, as a regulatory agency. One is the net
metering provisions in law actually need | egislative action,
and the second one is we have no ability to require
devel opers or builders to offer any solar. But other than
those two things, this is our summary of the solar
initiative.

What I|'mgoing to do in the next two slides is
just summarize two existing prograns that were going to | ead
into the new solar initiative. The first is the PUC
sel f-generation program Mst of you are famliar with this.
This is a programthat offers incentives for solar as well as
wi nd and fuel cells and sone gas-fired generation that's
operating in conbined heat and power node to take advantage
of efficiencies. This programoffers incentives for solar
projects that are greater than 30 kWin size, which neans
really comrercial and industrial systens. There's been a
budget of approximately 50 mllion a year since 2001, and at
t he nonment we have about 50 negawatts of sol ar al ready
install ed and another 62 negawatts that's sonewhere in the
installation process and under construction.

The CEC in parallel wth this has an existing
program cal | ed the Energi ng Renewabl es Program which is
funded out of public goods charge noney and has been in pl ace

since 1998 therefore, and this funds primarily residential
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systens. And we have approximately 62 negawatts install ed
since 1998. For both of these prograns, the existing
prograns that the PUC and the CEC have collaborated in recent
years, and our plan is to continue that. And Timis going to
describe in the next couple of slides the plan for two new
program conponents, again, one centered at the CPUC and one
centered at the CEC. Tim
STATEMENT OF MR. TUTT
MR. TUTT: Thank you, Julie. Good afternoon,

Commi ssi oners, Secretaries.

As Julie mentioned, the Enmergi ng Renewabl es
Programis funded by the public goods charge, and the public
goods charge cannot be increased without legislation. So
consequently, to achieve the spirit of SB 1 in the comng
years adm nistratively as nmuch as we can, nuch of the
installations that previously had been funded at the Energy
Comm ssion will be shifted to a new CPUC program which wll
cover existing residential buildings, single famly,
multi-famly, low incone, as well as all nonresidenti al
bui | di ng construction, comrercial, industrial, and
agricultural facilities.

Wth that shift, the CEC program public goods
charge funds can be concentrated on new residential buildings
only, single-famly hones, lowincone and multi-famly
apartnments. W wll specifically target and work with the
bui | der/ devel oper conmunity in this new programthat we're
devel oping at the CEC with the public goods charge funds, and

we'll be coordinating wth our transition into standards that
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t he CEC has been working on a solar option which will |ook at
a higher conpliance |level for standards including solar and
ot her energy efficiency neasures as part of the 2008

st andar ds.

And in order not to spring these two new prograns
on people and the stakeholders in the industry, we do
perceive that 2006 is a transition year. ]

The admnistration initially for these prograns
wi Il continue through the self-gen incentive program and
emer gi ng renewabl es program The $300 nmillion that has been
funded in previous decision or proposed decision for the
self-gen programis part of that transition funding. And
there is simlar funding in ERP for transition for 2006.

The agencies will work on devel opi ng a new program
structure in 2006, including a new program adm ni strator
structure for initially the residential retrofit market,
which will be one of the new efforts primarily at the PUC,

As | nmentioned, the Energy Comm ssion will be working on a
new program focused on new construction, residential
construction. W also will be working on noving towards a
paynment for system performance or perfornmance-based incentive
structure rather than an out put-of -capacity-based structure,
which is how the previous or the existing prograns had
primarily been structured.

And we feel it is inportant to devel op marketing and outreach
pl ans to achieve the significant goals of 3000 negawatts over
ten years.

Turni ng back to Julie.
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M5. FITCH: | amgoing to talk a little bit about the
f undi ng.

This slide shows what is expended -- it is
i ntended to show the approxi mate budget that woul d be
avai l able in each year for rebates for solar.

As Tim said, 2006 we consider to be a transition
year. So it is actually 11 years worth of funding. Tota
anount, approximtely 2.8 billion under the CPUC program 400
m | lion under the CEC one.

The actual spending in each year will vary
dependi ng on how many custoners actually want to install
sol ar and how nmany apply for rebates. So this is intended to
be sort of the budget but not actual spending.

Anot her thing to note is that the CEC currently
has aut horization only for 2011. So this is not actually
coll ections because basically the funding, the CECis
intending to spread the fundi ng out over the 10-year period
even though the collections would occur in a smaller nunber
of years.

It is possible also that the Legislature would
extend the public goods charge funding, in which case there
will be additional funding for that market segnent.

Anot her thing to note about this slide is that we
are proposing to collect nore noney in early years and sort
of ranp down over the 10-year period. There's two nmain
reasons for that. One is it maximzes our flexibilities if
we have nore funds collected in case there is nore program

up-take in the early years. The second reason is because, as
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you will see on the next slide, we are proposing to have the
rebates decline over a period of tinme so that initially the
rebate anmounts will be nore and therefore the budget anounts
would likely be nore as well.

So the next slide shows the rebate |evels as well
as the plant installations. This is for the CPUC conponent.
| imagine there would be a simlar slide for the CEC
conponent except it would have snall er anmpunts associ at ed
with it.

But the blue line is the rebate | evel that we
woul d propose to adjust on an annual basis or we could
potentially adjust it when we neet the negawatt targets,
which are in the red bl ocks on the graph.

So the total anticipated installation would be
2600 negawatts fromthis program And that's if we are
successful .

So the idea is to decline the rebate anmounts over
time in an orderly fashion so that we can support what we
hope is a self-sustaining market by the industry ultimtely.

The next slide just describes what we woul d fund
initially. Wat we are proposing is to just start out by
fundi ng photovoltaics in rooftop installations on the
custoner's side of the neter between 1 kilowatt and
1 megawatt in size. This corresponds to the net netering cap
that is currently in place, the size cap.

W would also in 2006 during our transition year
wor k on devel opi ng incentive levels to fund a whol e host of

addi tional technol ogies that are solar oriented, including
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sol ar hot water heating, solar heating and cooling, which is
a new technol ogy, which could be very useful, and al so
concentrating solar or solar thermal electric technologies in
DG confi gurati ons.

But this is not for the types of concentrated
solar projects like in the Mohave desert that have been
announced recently.

Finally, Timis going to talk about our efficiency
and | ow i ncone provisions.

MR. TUTT: W intend in our new prograns to have a
strong coordination to energy efficiency efforts in the
state. So for the existing facilities that want to install
solar, we are expecting to require that energy efficiency
audits be included in the transaction so that the custoners
that are installing solar have sone concept of the degree of
energy efficiency that could be included in the project that
IS necessary in their existing homes and busi nesses.

And for new construction applications, although
new buildings are already fairly efficient in California
because of our strong standards in the state, we anticipate
requiring that new construction applications participate in
the utility energy efficiency prograns for new construction
that tend to go beyond the standards.

Qur intent is to have a level of efficiency beyond
the standards as a part and parcel of the solar prograns that
we are devel oping on the new construction sector.

W al so expect to connect and coordi nate strongly

with the advanced neters and tine varying rates proceedi ngs
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at the Public Wilities Comm ssion so that the solar systens
are part of the new world where advanced neters can help
nmoni tor and understand exactly how sol ar systens are being

i ncluded and hel pful to the systemas a whole and the rates
are appropriate for these installations.

And finally, but not by any neans the |east, we do
recogni ze that there's a real need for our |ess advantaged
custoners in the state to be included in this program So we
intend to set aside 10 percent of the funding for |ow incone
and affordabl e housing projects.

Both single famly and nmultifamly structures,
both existing and new, will be eligible to participate in
this set aside for |owincone custoners or affordabl e housing
custonmers. And we will consider setting different incentive
| evel s to make the program work for these custoners.

Both agencies will also explore the option of
offering |l owcost financing for this sector and perhaps even
for other existing custonmers as we nove forward. And
particularly with performance-based estimates it may be
necessary to include a stronger financing conponent.

One last point, and that is a |egislative point.
Anot her thing we cannot do adm nistratively at this point is
require participation of the municipal utilities, the
custoner-owned utilities, in the state in this program

W do intend at the Energy Comm ssion to work as
cooperatively as we can on the new construction prograns.

Some of the fast growing areas of the state that

are located in those custoner-owned utility services wll
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hopefully establish and participate in a coordi nated fashi on
with our solar initiative.

Thank you.

COW SSI ONER PEEVEY: Thank you very mnuch.

Before there are any questions, let me just say |
want to personally thank ny former energy advisor and now
head of strategic planning Julie Fitch and Tim Tutt at the
Energy Conmm ssion and Jacky Pfannenstiel for working, all of
us working, and Joe Desnond, all of us working so closely on
this program which is now being unveiled here and will be on
our website and out in the mail | guess tonorrow, right, the
13th, so that it can be adopted by the Comm ssion on January
12t h.

Now we are going ahead with the funding of this
programon the 15th of this nonth, three days from now.

Jacky, do you have anything to add?

VI CE CHAI RPERSON PFANNENSTI EL: | think that what we
are trying to do here is take the existing prograns, keep
t hem goi ng, but focus them where we have the greatest
opportunity to have an inpact. | think the PUC programis
conbi ning the best features of the two prograns that are
going on now. | amquite excited about the idea of this new
Energy Comm ssion programwhich is really targeted on what |
think is going to be the biggest bang for the buck that we
are going to spend in solar.

W are going to focus on new hones, as Secretary
McPeak rem nds us, 200,000 new homes being built in

California each year, that are largely in high air
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conditioning |load places of the state where solar nakes the
nost sense.

The Energy Conm ssion has a | ot of experience
wor ki ng with devel opers through the energy efficiency
standards that we have had for a nunber of years. So we want
to work wth the devel opers to nmake sol ar one of the key
mar ket points on these new hones.

So when you tie that back with energy efficiency,
not only the higher levels of energy efficiency in the
regul ar standards, but going beyond the standards to even
greater levels of energy efficiency with, of course, advanced
meters, | think you have a package for new hones in
California that I think will keep fromdriving that
increasing air conditioning peak that we are all dealing
with.

So | think that the work that Tim and Julie have
done putting this together in a short period of tinme has been
just remarkabl e.

COW SSI ONER PEEVEY: Thank you very much.

O her questions and conments on this.

M . Desnond.

CHAlI RPERSON DESMOND: Just a few.

| want to commend the staff, President Peevey and
Comm ssi oner Pfannenstiel for really taking a step back and
sayi ng how do we construct and design a programthat works in
the best interests of Californians. | think that you have
done it here.

Second, | also think you have a proposal that is
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fl exi bl e enough that should the Legislature take up the issue
of builder mandates and net netering, that it wll fit very
wel | and dovetail right into what you put together here. So
in that sense it has been designed to be conpl enentary of
things that the Legislature would still need to do. | know
there is interest there in |ooking at that.

And then two final thoughts here. One is to
ensure that the neter data fromthose advanced neters is
avail able to the Comm ssion, PUC and the CEC for neasurenent
and verification as well as our research and devel opnent
purposes. W are going to want to know early on how this is
performng. So that ought to be a condition, is that we have
use of that information for our purposes.

Lastly, as we think about how to put the rules in
pl ace for participation, that we really design it so it is as
easy as possible for customers to participate and not to
overly conplicate it in the interest of data adequacy but,
rat her, make sure custoners can fully take advantage of it in
an expeditious way. And there is a |lot of good | essons we
| earned by the way the rebate prograns are run, and | think
they could be applied here. So | want to thank everyone for
t he hard work.

COW SSI ONER PEEVEY: Thank you.

Conm ssi oner G uenei ch.

COW SSI ONER GRUENEI CH: | want to commend everyone as
well. | amvery, very pleased to see that the | ow incone
conmponent is included. Wen we were first starting to think

about it, that was an area that | specifically requested be
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i ncl uded.

| am the assigned Comm ssioner at the PUC on | ow
i ncone issues, and after today's announcenent | assune that
there wll be question for the [ow incone portion
specifically on when will the programactually roll out so
that a |owincone resident could apply for the funds.

Do we have any sense? Md 2006 by the tinme we got
that particular part of the program desi gned?

M5. FITCH | would say md 2006 is our goal, but at
the latest it would be 2007.

COW SSI ONER GRUENEI CH: | strongly urge that to the
extent we are going to be rolling out portions of the program
in 2006, if you can try to keep the low incone part of that,
that woul d be very appropriate.

MR. TUTT: May | just add, Comm ssioner G ueneich,
that |owinconme custonmers do participate in our current
ener gi ng renewabl es programand will be able to do so in 2006
until the new programis unveil ed.

COW SSI ONER PEEVEY: (O her questions or comments?

SECRETARY MC PEAK: | think what | just heard is that
there may be sonething that will be done in 2006. And to the
extent that there can be any denonstration of the program of
a phased roll-out while there may be sone policy discussion
during 2006, that would be very, very hel pful.

COW SSI ONER PEEVEY: Ckay. Thank you both very nuch
and for all the time and effort you put into this.

W now turn to the phase where we have three

people that would |ike to address this joint neeting. The
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first is Andrew M chael, the Bay Area Council .
M. M chael .
You will be followed by Marcel Hawi ger of TURN and
Chris Mayer of the Mddesto Irrigation District.
STATEMENT COF MR. M CHAEL
MR. MCHAEL: M. President, Conm ssioners, Secretary,

ny nane is Andrew M chael with the Bay Area Council .

As you may know, the Bay Area Council represents
275 of the largest enployers and businesses in the
ni ne-county Bay Area.

W have great concern over energy issues and the
pricing of energy and have a great deal of interest in the
nunber of the issues that we are tal ki ng about today.

The Bay Area Council has an energy commttee, and
it is conposed of a nunber of industry |eaders fromthe
heal th industry, information technol ogy, biotech,
manuf act uri ng and al so energy providers.

Earlier this year the Bay Area -- |late |ast year
the Bay Area Council recognized the inportance of energy and
set up eight principles that we are really working toward.
One is to assure adequate energy reserves through long term
pl anni ng and procurenent. Two is to pronote |owincone costs
t hrough conpetitive whol esal e procurenent. Three is to align
utility rates and cost allocation to be equitably based on
the cost of service to the user.

Four is to provide retail choice for California
busi nesses. Six is to encourage energy supply from cost

conpetitive renewabl e energy resources and alternative fuels
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t hat reduce inpact on the environnent. And next is to
upgrade and expand the transmi ssion |ine capacity to provide
added security and capacity to receive energy from new and
existing sources. And lastly is to pronote aggressive
conservation and demand managenent through fi nanci al
incentives to custonmers as well as through volunteer efforts.

Over the past year we have had the pl easure of
havi ng a nunber of you present to our Conm ssion. John
Gal | agher canme earlier, as well as Chair M. Joe Desnond,

Cal i fornia Comm ssioner, and al so John CGeesman cane recently.
And we have had Assenbl ynenber Ri chnonds, chief of staff,
speak to us as well as Assenbl ynenber Levine.

What we wanted to really stress today is really
three things. One, we appreciate your acknow edgi ng and
using the integrated energy policy report. W think that is
a great addition in terns of how the state addresses energy
supply and other nmatters.

Nunber two, you described in the beginning the
next phase on long term procurenent. W really ask that that
be acted on swiftly. Even if you could go faster, that would
be better.

Based on the tinme frames needed for siting and
then actually building and getting new production on |ine, as
we saw in 2007, there may be sone challenges there. So the
faster, the better.

And secondly, and very nuch related to that, is we
really need the California state to really make a clear

di stinction and approach to the kind of market structure we
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want . It is still nuddled after our crisis in 2001. W

really ask the question are we noving away from hybrid nodel
toward a nore conpetitive whol esal e energy market or not?

And if we are, can you nake that clear, partly through the

| ong term procurenent process that you are engaged in, can
you nmake it clear so that it is a conpetitive market for
potential new energy suppliers in the way that costs are
all ocated for that.

And so we ask you to nove quickly and rapidly on
t hat .
a nunber of

The next point is that businesses,

| arge businesses, really think it is inportant to bring back

direct access for retail custonmers. And we hope that that

will also nove forward nore rapidly than it has.

And finally, in terns of resource adequacy, we

appl aud the steps that have been taken, but there are sone

need to be added in there,

i nprovenents that stil

to make sure that existing power

that may cone on |ine,

especial ly

pl ants, as well as others

are adequately conpensated for their

producti on.

So we thank you for your
| ook forward to rapid inplenentation of these things.
the [ ast coments |
very much in favor of pronoting nore rapid use of net
nmet eri ng and advanced netering.

In ternms of the load mx that you have as
think the idea of

priorities, | really linking the net

nmetering to sone of the renewabl e resources |ike solar

conti nued work, and we

And

want to make is also that we are al so

is an
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important thing, as we have seen from other places around the
worl d, Germany especially, Japan, where you actually give a
sort of guaranteed |evel of conpensation for that energy, and
you get better results and reduce the costs of that
i npl enent at i on.

Thank you.

COW SSI ONER BROMN: | just had a question. | was
speaking with a utility executive the other day, and he gave
me an indication that private custonmers were noving back --
those existing direct access custonmers -- were noving back to
the utilities. Do you see any evidence of that?

MR. M CHAEL: W have heard that from sone of our
menbers. A lot of it being in a way the disincentive that
continues to be added on to the direct access custoners.

COW SSI ONER BROWN:  You nean the cost responsibility
sur char ge?

MR. M CHAEL: Yes.

COW SSI ONER BROMN:  Ckay.

COW SSI ONER PEEVEY: Thank you very much.

Next is Marcel Haw ger.
STATEMENT OF MR, HAW GER
MR. HAW GER: Thank you very nuch, President Peevey.

Good afternoon, Secretary MPeak, Secretary Chrisman and
Honor abl e Conm ssioners of the PUC and Energy Comm ssi on.

| canme here primarily wearing ny natural gas hat,
though | will probably touch upon denmand response just so you
all wll stay awake.

Let ne first comend the Public UWilities
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Comm ssion for very rapidly acting on several packages to
hel p aneliorate the natural gas price exorbitant |evels.
TURN very nuch appreciated the Conm ssion acted to inprove
the CARE program to inplenment PG&E' s 10/20 program to

aut hori ze hedging activities and SoCal Gas' storage project.
And we supported all of those actions.

W al so appreciate that the Conmm ssion is noving,
continuing to nove forward on its commtnent to accel erating
renewabl es through the potential programjust unveiled today.
VW filed coments supporting an increase in the funding for
the self-generation incentive program And we appreciate
novenent to accel erate RPS standard.

Despite that, | do want to make one criticism and
it may be mnor, but we were extrenely disappointed the
Conmm ssion did not act to take -- m ssed a cost opportunity
to enact a programthat woul d have provided the greater
benefit for natural gas custonmers. And | want to explain
this not just to beat up on the PUC, even though that is a
favorite pastinme, but today | have a broken foot and I am
afraid if President Peevey cones after ne | can't run away.
So | actually want to nention this because | do have a couple
of constructive suggestions | hope that come out of it.

PGXE and TURN both proposed basically a deferra
program a rate deferral program that woul d have capped rate
i ncreases for natural gas and noved the annual revenue
collections to the sumrer nonths. PG&E agreed that they
could do this financially and defer collection until the

summer nonths. But the Comm ssion rejected this program
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though it did adopt the conservation 10/20 program But the
revenue deferral program would have probably nmade the nost
difference to all natural gas custoners by limting |arge
rate increases.

And the Comm ssion rejected it because basically
two reasons. The first, it said the Conm ssion was
concerned, the Public Uilities Conm ssion, was concer ned
about the inpact on sunmer bills. Nowthat is alittle hard
to understand because summer bills for natural gas are al ways
low. Even if prices stay the sane, people don't use natural
gas in the summer. And PG&E provided a | ot of data and
comments showing that by reducing bills in the winter,
Decenber through March, by between ten and $20 a nonth, when
the bills are all over a hundred dollars every nonth for
their average custoner, in the sunmer you collect over the
June through Cctober an additional $10 or less, bills are
al ways below $50. So | was a little perplexed by that
expl anati on.

But secondly, the Conm ssion said that they are
concerned about sending the wong price signal for
conservation. WlIl, first of all, gas prices have already
doubl ed since 2003. The proposal would have basically
aneliorated the hike that cane out of the hurricane inpacts.
But nore inportantly, when | talked to people -- and | urge
you to talk to any person you know, aside naybe from
Borenstein and Wl ack, | admt they have a different view --
but those people are concerned about their nonthly gas bill.

They don't necessarily |look at the per thermrate for better
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or for worse. And they know that their winter bills are
going to be -- a lot of them know they are going to be very
high. But that is what they are concerned about.

And frankly, it seens to nme totally inconsistent
for the Comm ssion to be concerned about the per therm price
signal when at the sane tinme it is pushing the utilities on
the gas side to pronote the |evel paynent plan.

The | evel paynent plan allows custoners to pay the
sanme anount each nonth. In fact, TURN has not, while we
supported it, we never pushed the |evel paynent plan
preci sely because we do think it sends the wong conservation
si gnal because we think that those high nonthly bills are
what causes people in the winter to try to reduce their
nat ural gas use.

But | do think there is one or two recommendati ons
that | would draw fromthis. And one is that we can do nore
with monthly bills to pronote conservation. And | think this
applies to both gas and el ectric.

Secretary MPeak nentioned that we are stil
installing dunb nmeters. And | would -- TURN fully supports
putting in smart neters as well as perhaps solar in new
construction. That is a totally cost effective sensible
thing to do. The question is do you go ahead and retrofit
those mllions of dunb, dependable and dirt cheap neters that
are already out there. And | would say that we can probably
pronote conservation by doing nore with what we have because
| do not believe that smart neters will nmake smart custoners.

| think smart custoners require information and ability to
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reduce in order to conserve.

For exanple, the current P&E bill tells you how
much you use each nonth and then tells you how many
kil owatt-hours or therns you used the sane nonth |ast year.
Now that is pretty interesting. But it doesn't really -- it
hel ps tell you how you were acting conpared to a year ago. |
am not sure people will necessarily renmenber exactly what
they did a year ago that nmade things different.

A sinple idea: Wat if PG&E provided a histogram
or chart of nonthly use in each bill. Now that m ght nake
people realize first of all on the electric side that they
use a lot nore in the sunmer. On the gas side they probably
al ready know they use it in the winter. But that is alittle
cl earer.

It mght pronote sone conservation. | am not
sure. It is just an idea. | say it because next nonth the
executive director is supposed to recomend to the Public
Uilities Conm ssion whether to open a rul emaki ng on maki ng
bill formats nore custoner friendly.

| think that there are things to do to make it
nmore custoner friendly and at the sanme tinme to nmake better
use of existing data to pronote conservati on.

Now the last thing | will say is that obviously
for TURN it does cone down to an issue of cost effectiveness,
and we hope the Comm ssion | ooks at that in all cases. |If
PGE&E turns around and tells nme that it will cost $500 mllion
to change Cordaptics to give better information to custoners

but they could go ahead and put in neters on everybody and
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charge us less than that because of the benefits, | will walk
away and | will shut up. But | do hope that the Conm ssion
| ooks at that and considers ways to use nonthly data on bills
because people do care about nonthly bills.

Thank you very nuch.

COW SSI ONER PEEVEY: Thank you, M. Haw ger.
The next is Chris Mayer, MD.
STATEMENT OF MR MNAYER

MR. MAYER: Thank you very much. M coments will be
very short.

During the discussion of demand response,
Secretary McPeak had an observation that there may be a few
nore demand response prograns floating around wthin
muni ci pal utilities. Mddesto Irrigation District, our
board's policy is that 5 percent of our peak |load wll be
mai ntai ned in demand response activities. And our peak was
about 632 negawatts this year.

W have an air conditioner control program called
STEP. Shave the Energy Peak is the acronym This program
was founded in the early 1980s, and at the tine got a |ot of
hel p from PG&E because they had sone prograns in the San
Ranon area. W maintain this programin place now
conti nuously since that tinme.

W have up to 14,000 participating custonmers. And
that programw || take out about 12 negawatts at the tine of
our peak. And the nice thing about the programis the hotter
it is, the nore demand relief we get fromair conditioning

cycling program
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So that is the reason for sone of those ranges you
saw earlier. At |lower tenperatures you get |ess response,
but of course at higher tenperatures where you need the
response you get stronger response.

W al so have an industrial interruptible program
wi th about 22 negawatts of participation. So adding those
two together we have about 34 negawatts. And it is a little
over 5 percent of our peak.

Now we do report our demand response each year to
both state and federal agencies. So we will follow through
and nmake sure to see how that wasn't picked up on the report.

But again, we have had these prograns for a |ong
time. They really are inportant for us. W do have very hot
weat her in our service territories. And it is nmuch nore
efficient to neet sonme of this load wth demand than it is to
buil d additional peaking facilities.

Thank you.

COW SSI ONER PEEVEY: Thank you. | am sure the CEC
will personally talk to you.

W do have two nore speakers. Juliette Anthony.

STATEMENT COF MB. ANTHONY
M5. ANTHONY: Good afternoon. | am Juliette Anthony

from Sun Power and CGeothermal Energy in San Rafael, and many
t hanks to the Comm ssion, all the Comm ssioners and the
Secretary, for inplenmenting this program W are thrilled.
What | do want to say is | would like to urge you
to go as quickly as possible to perfornmance-based incentives.

| am a nmenber of Americans for Solar Power which has spent
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nont hs preparing the docunent that we submtted, because
Americans for Solar Power believe in accountability and
oversight. You are giving a very generous grant to our
industry and all the solar technol ogies, and we want to be
truly responsible.

| wll explain to you that with the capacity-based
rebates that we have now you are paying for solar panels that
go in. You are not paying for the power produced. A flat
systemw |l in fact produce about 20 percent less than a
systemthat is based on perfornmance. And a flat systemwl|
not neet peak denmand.

If you have a systemthat is based on performance,
put in west or southwest, you will be neeting the peak dermand
in the late afternoon, which is exactly what we need to avoid
bui | di ng nore peaker plants. ]

So | urge you to nove as quickly as possible.

The second thing is we have a panel shortage.

Wen panels are not produced -- put in for performance, you
have to use nore percentage panels to produce the sane result
of energy.

| want to also urge you to put performance-based
in wth the new honme construction. And the reason | say that
is that in the hot territories, PV works less efficiently
than it does in the cool territories, but solar hot water
works extraordinarily well. And that's part of our program
And solar thermal electric works extrenely well. So if you
bal ance where the construction is going and you' re careful to

use the proper technology, we will get the best bang for the
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buck.

And solar hot water -- you can put in a solar hot
wat er system for about 5- to $6,000, and elimnate a great
usage of natural gas. And | know this may sound strange for
a PVinstaller to be telling you about, but we care in
Americans for Solar Power about all solar installations.

And another thing is Bill Brooks, who is well
known in the industry, has shown that building integrated
technol ogy with new honmes in a hot area can produce
18 percent less power than if it's put in a cooler
t enper at ur e.

So | urge you to be very careful about what
technol ogies are going in. And that whole problemw I be
obviated if you put in performance-based incentives.

Thank you so much. And we're very grateful to

you.
COW SSI ONER PEEVEY: Thank you.
The | ast speaker, Jane Turnbul |
M5. TURNBULL: Good afternoon, Conmm ssioners and
Secretaries. | amJane Turnbull, fromthe League of Wnen

Voters in California.

M/ comment is very brief. | particularly want to
note that the League has supported the |IEPR process this
year. W think this is an extrenely fine process. |It's been
well run by the two Comm ssioners and the staff. Support has
been great. The outcone -- the output has been conprehensive
and tinely.

Wth that in mnd, we would |like to nake a conmment
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in terns of the PUC process. W think that the PUC has begun
to nove in the right direction over the |ast years by making
nore inclusive rul emaki ngs. However, those rul emakings,
whil e they nmay be nore conprehensive, have not necessarily
been nore tinely. W would urge the PUC to take a | ook at
its current process, to see if there are ways that it can
adopt a workshop-type format on nore occasi ons, and nake the
proceedi ngs nore tinely.

One other cooment 1'd like to make. 1'd like to
comrend the previous speaker for her comrents. The League
has supported performance-based rates across the board. W
did not support S.B. 1 as a Bill, though the new proposa
| ooks as though it is |eading our very real concerns about
t he other conponents of the total program but we certainly
woul d |i ke performance-based rates to be considered as an
aspect .

Thank you.

COW SSI ONER PEEVEY: Thank you very mnuch.

Is there anyone el se who would like -- in the
auditoriumhere would like to come forward to say anything to
us assenbl ed here?

If not, we're about at the end of our -- the day.
Are there any Comm ssioners or Secretaries who would like to
add any final words? Comments?

Conmi ssi oner Brown.

COW SSI ONER BROWN:  Yes. | just have one reflection
on listening to the speakers. And that is that the -- |

think that we have to nove toward greater coordination wth
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t he muni s.

| think this idea of a fragnented energy system --
not only whether it's transm ssion, but energy planning -- is
not healthy. And that we need -- it's one state. W're not

islands of jurisdiction. And | know that it steps on an
awful lot of toes to talk about integrating the munis into
the state planning, but | think as we approach a tighter and
tighter energy system and the need for a greater energy
efficiencies, the unity of the prograns really nust be sought
out.

COW SSI ONER PEEVEY: Thank you.

Anyone el se?

Joe Desnond.

CHAl RPERSON DESMOND: | just wanted to first thank the
staff for the hard work putting all this information
together, as well as Conmm ssioners Geesman and Boyd, who sat
t hrough the process, which is a significant part of this
process.

Once again, lastly, just the general observation
that the State continues to nake positive progress towards
bringing regulatory certainty in cost recovery resource
adequacy. And, even |ooking at the sunmer outl ook, 2006 is
better than 2005, which is an inprovenent over where we were
in 2004. So | think all the signs are that we continue to go
forward in the right direction.

| look forward to these continued foruns in the
future

COW SSI ONER PEEVEY: Thank you very nmnuch.
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Vell, this neeting will concl ude.

And the next joint nmeeting of the various agencies
wi Il be undoubtedly in Sacranmento in the March/ April tine
franme.

Thank you all very nmuch for comng here, and al
nmy col | eagues, too.

(Wher eupon, at the hour of 4:12 p.m, this
matter was adj ourned.)

* * * * *]
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